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Honorab].e  Wnio  Preston  Le.ne,  Jr. 
Governor  of  Maryland 
Annapolis,  Maryland 

Dear  Governor  Lane: 

I  am  pleased  to  transmit  herewith  the  report  of  the 
Commission's  "Survey  of  the  Impact  of  F.O.B.  Mill  Pi-ic;.ng  on  Mary- 
land I^nufactiirerso" 

The  survey  was  carried  out  by  the  Commission  Staff 
to  ascertain  the  prevalence  of  basing-point  practices  in  the  State 
and  to  determine  whether  a  shift  to  foO^bc  mill  pricing  would  have 
a  salutary  or  disastrous  effect  on  Maryland's  economy.  To  answer 
these  basic  questions  the  CoHiuission  initiated  a  survey  of  1,000 
manviracturers  in  the  State,  whose  replies  to  questionnaires  and 
personal  interviews  are  presented  in  the  report. 

The  problem  of  changes  in  the  pricing  system  was 
brought  to  a  head  by  the  Supreme  Court's  decisions  of  last  year, 
which  in  many  instances  outlawed  the  use  of  base  prices.  Because 
of  the  potential  effects  of  these  decisions  on  soTre  of  the  State's 
largest  producers,  it  was  incumbent  on  the  Commission  to  discover 
what  consequences  might  be  expected  if  Maryland  industry  were 
obliged  to  adopt  a  system  of  uniform  f,o.b.  mill  pricing. 

As  you  will  note  in  the  report,  the  anticipated 
effects  of  the  changeover  will  be  not  deleterious  to  the  State's 
economy.  On  the  contrary,  it  is  possible  that  the  Greater  Balti- 
more Area  will  prosper  by  the  shift,  because  f;,o.b,.  mill  pricing 
places  Maryland' s  iron  and  steel  industry  in  a  favored  position 
in  respect  to  its  ciirrent  and  prospective  markets. 

r  kno\-f  3'ou  will  join  me  in  thanking  the  maniifac- 
turers  of  Maryland  as  a  group  for  their  keen  interest  and  ex- 
tensive cooperation  in  the  completion  of  this  survey. 


Very  truly  yours, 


C, 


'^lyrx^  L/^  O^'l^uJ^ 


I.  Alvin  Pasarew 
Director 
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INTRODUCTION 

In  April  19A8  the  Supreme  Court  declared  the  basins-point  ayotem 
for  cement  to  be  a  form  of  unfair  competition  and  to  involve  unlawful  die- 
crimination.  1/  Shortly  thereafter,  in  the  Conduit  Case  7j   tho  Circuit 
Court  of  Appeals  declared  that  the  individual  use  of  the  basing-pcint  sys- 
tem with  the  knowledge  that  competitors  use  it  is  also  unfair  competition 
and  unlawful  discriniination.  Many  businessmen  v;arned  of  disaster  and  ruin 
for  them,  of  higher  prices  to  consumers,  and  of  a  giant  wave  of  unempicy- 
ment.  Various  sections  of  the  country  feared  serious  repercussions  and, 
in  many  instances,  local  studies  were  initiated  to  explore  the  issue* 

One  of  the  chief  reasons  for  the  fears  held  by  so  many  v/as  the 
confusion  surrounding  the  issue.  Today,  over  nineteen  months  after  the 
Cement  Case  docision,  the  confusion  still  predominates.  For  this  reason, 
the  State  Planning  Comnission  has  undertaken  to  examine  the  problem  as  it 
relates  to  I'lai'yland  industry.   The  report  which  follovfs  attempts  to  explain, 
in  simple  terms,  the  basing-point  system  and  various  similar  pricing  methods, 
and  the  probable  results  of  a  conpvJ.sory  change  to  f,o,b.  mill  pricing  on 
Maryland's  economic  welfare. 

The  study  is  chiefly  interested  in  the  Maryland  Economy,  but 
many  of  the  results  ma^  be  extended  to  cover  the  United  States  as  a  whole. 

Briefly,  the  outline  followed  is: 

a)  Description  of  the  basing-point,  zone,  and  other  pricing 
methods  (Ch.  1). 

b)  A  short  history  of  the  basing-point  and  zone  systems  (Ch.  2). 

c)  Maryland's  industrial  pattern  (Ch.  3). 

d)  Tiie  probable  effect  on  Maryland  manufacturers  of  a  com- 
pulsory chang3  to  fcO.b.  mill  pricing  (Ch,  4.-S). 


1/  F.T.C.  V,  The  Cenent  Institute  333  U.S.  683  (1948),  6S  S.  Ct.  793,807. 
2/  l63F2d  175  (1948). 


CHAPTER  I 
DEI'TNITIONS  AIJL  DESCRIPTION 

Before  describing  tha  baaing-point  system,  v.-lth  its  pros  and  cons, 
it  is  LiiperativG  that  the  phrai'.eology  used  in  the  study  be  grasped.  The 
definitions  of  torma  are  not  the  author's,  but  rather,  are  those  most  widely 
accepted  in  trading  circles.  The  terais  defined  boicw  will  be  used  through- 
out the  discussion.  1/ 
Unifcrm  Price?  vs-  Idnntloa3^I;r:,^es 

There  is  a  great  deal  of  difference  between  the  terms  "uniform 
prices"  and  "identical  prices."  In  the  former  case  one  seller  offers  his 
product  at  the  same  price  to  all  bu:yers  wherever  located.   That  is,  when 
a  single  seller  offers  all  buyers  a  product  at  the  same  price,  he  is  said 

to  quote  a  uniform  price  for  br'j  product. 

If  every  seller,  however,  quotes  the  same  price  to  one  buyer  the 

sellers  have  quoted  idenoical  prices. 

Delivered  Prices.  F.  O.B,  Rill  Pvices.  and  HillJIe t_Pri2 es 

The  price  a  buyer  pays  for  a  product  delivered  to  him  is  referred 

to  as  the  delivered  price.  Tne  price  a  buyer  pays  at  the  mill  is  the  f.o.b. 

mill  price.  The  price  the  seller  receives  for  his  product,  after  deducting 

freight  charges  incurred  in  transporting  his  product  to  the  buyer,  is  the 

mill  net  price.  Only  when  tnc  buyer  is  located  at  the  seller's  mill  are 

the  delivered,  f.c.b.  mill,  and  mill  net  prices  equal. 

TJniforin  Delivered.  Uniforra  F.Q.B.  Mill.  Ider.tica]  Delivered,  and  Identical 
'F'0.BTMi'..l  Prices 

If  a  seller  quotes  uniform  delivered  prices  to  all  potential  or 
actual  buyers,  he  quotes  the  same  price  regardless  of  the  buyers'  locations. 


1/  The  author  has  relied  heariiLy  on  Professor  Fritz  Machlup's  The  Basing^ 
voinz   System,  Philadelphja,  Blakiston  Compar.y,  194-9,  for  the  definitions, 
as  v/ell  as  many  other  details  used  in  this  report* 


If  a  seller  quotes  uniform  f.o.b.  mill  prices,  he  quotes,  to  every 
potential  or  actual  buyer,  the  same  price  at  his  (the  seller's)  mill. 

A  seller,  quoting  uniform  delivered  prices,  often  will  receive 
different  mill  prices  becauas  the  freight  charges  usually  differ  in  ship- 
ments to  various  buyers.  Wlien  he  quotes  uniform  f.o.t.  mill  pricos,  the 
seller's  mill  net  price  will  also  be  uniform.  In  other  words,  the  tern 
uniform  f.o.b.  mill  prices  is  analogous  to  uniform  mill  net  prices. 

If  a  buyer  is  quoted  identical  de] ivered  prices,  he  is  offered  a 
product  at  the  same  delivered  price  by  all  sellers.   If  a  buyer  is  quoted 
identical  f.o.b,  mill  prices,  he  is  offered  a  product  at  the  same  price  by 
all  sellers  at  the  sellers'  mills. 

It  is  possible  that  sellers  may  quote  identical  and  uniform  f.o.b, 
mill  prices  at  the  same  time,  as  well  as  quote  identical  and  uniform  de- 
livered prices  simultaneously.  Only  when  all  sellers  are  located  at  the 
same  point  could  f.o..b.  mill  and  delivered  prices  be  bothu^nJorm  ana  identi- 
cal. 

Often  the  terms  "freight  allowed"  and  "freignt  equalization"  are 
used  in  speaking  of  pricing  methods,  but  they  are  merely  synonyms  for  other 
terms  mentioned  above.  Freight  allowed  is  identical  to  uniform  delivered 
prices,  while  freight  equalization  means  the  same  as  identical  delivered 
prices. 
Base  Point  and  Base  Price 

Under  a  basing-point  :rystem,  which  will  be  treated  later  in  this 
chapter,  a  mill,  usually  older  or  larger  than  the  others,  arjiounces  a  sell- 
ing price  per  unit  of  product  foC.b.  mill.   If  the  other  mills  announce  that 
they  will  meet  the  delivered  prices  quoted  by  the5j:  competitor,  this  mill 
becomes  a  "base  mill"  and  the  price  announced,  per  unit  of  product  f.o,t. 


this  mill,  is  a  "base  price."  If  no  other  firm  announces  base  prices,  this 
means  that  the  location  of  the  first  mill  is  a  single  basing  point  used  for 
celculating  identical  delivered  prices  for  each  destination.  All  firms 
merely  add  to  the  announced  base  price  tae  freight  rate  from  the  basing  point 

to  the  dectination, 

If  other  firms  announce  base  prices  for  their  mills,  while  all 
firms  continue  to  meet  the  lowest  competitor's  price,  a  multiple  basing- 
point  system  results.  Each  basing  point  is  used  only  for  those  destinations 
for  which  the  sum  of  its  base  prico  and  the  freight  rate  are  lower  than  the 
corresponding  sims  calculated  for  other  besing  points. 
Freight  Abs orption  and  Phantom  Frei£ht 

Two  other  terms  which  will  be  uaed  often  in  the  discussion  are 
"freight  absorption"  and  "phantom  freight."  Freight  absorption  implies  that 
a  seller  quotes  to  a  buyer  a  delivered  price  for  a  product  which  is  lower 
than  the  sum  of  the  seller's  base  price  plus  the  actual  cosc  for  transporta- 
tion charges  to  the  buyer.  On  the  other  hand,  a  seller  is  said  to  collect 
phantom  freight  when  he  charges  a  delivered  price  which  i's  higher  than  the 
sum  of  the  seller's  base  price  plus  the  actual  cost  of  transportation. 
Numerical  E',xanple  to  Clarify  Definitions 

Before  describing  the  basing-point  system  it  may  be  well  to  clarify 
these  definitions  by  means  of  a  numerical  example.   Tlais  same  example  will 
be  used  in  discussing  the  basing-point  system. 

A  few  simplifying  assumptions  are  made  in  the  example.  First,  all 
sellers,  X,  Y,  and  Z,  produce  a  homogeneous  product  so  that  buyers  at  points 
A,  B,  and  C,  are  governed  in  their  purchases  orJLy  by  price.   Second,  all 
shipments  are  made  by  rail,  and  can  only  be  made  along  the  lines  connecting 


the  various  points  in  Diagram  I.   Third,  the  transportation  charges  are  pro- 
portional to  oistanoe.'  That  is,  a  two-rr.ile  haul  would  cost  twice  as  ifluch 
as  a  one-mile  haul,  a  JC-mile  haul  would  cost  five  tjjnes  p.s   much  as  a  10- 
mile  haul,  ana  so  on.   In  our  diagram  the  transportation  charge  per  ton  of 
the  product  is  10^  per  mile.  ITiese  simplifications  are  used  only  for  ex- 
position and  will  not  be  used  to  draw  any  conclusions. 

Unil'^^CIL^glJrXQ'^'^'^  ibices 
Seller  at  X  quotes  a  unifoi-m  delivered  price  of  $50  per  ton: 
destination  Price  Leliyered  Freight  Charge  Price  Kill  Hot 

A  $50  110  UO 

B  50  5  A5 

C  50  20  50 

Un  if  or  rr;  F .  0 .  B .  Pr.i  e  e  .g. 

Seller  at  X  quotes  a  uniform  f.o.b.  mill  price  of  $50  per  ton: 

Degtination  Price  F.O.B.  M:.ll  Freight  Char^o  Pi-icj  Delivered 

A  150  $10  $60 

B  50  5  55 

C  50  20  70 

IdenticaJ.  F<.0o_B.  Vlll   Prices 

Sellers  at  X,  Y,  and  Z     quote  identical  f.o.bc  mill  prices  of 

^50,     Buyers  at  A  would  calculate: 

Origin  Price  F.O.B.  Mill  Freight  Charge  Delivered  Price 

X  $50  $10  $60 

Y  50  5  55 
Z           50            20           70 

Buyers  at  B  would  calculate: 

Qllsi-:!  Price  F.O.B-  Mill  Freight  Charge  Delivered  Price 

X  $50  $5  $55 

Y  50  10  60 
Z          50            5  55 
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Buyers  at  C  would  calculates 

Orisl^  Pri'^e  F,O.B.  Mill  l^eight_Char/.e  Delivered  Price 

X  150  i&ZO  $70 

y  50  5  55 

2  50  10  60 

Iclentical_DGlivered  Prices. 

This  case,  sometimes  called  the  freight-equalizatinn  method, 
becomes  more  complicated.  There  are  four  types  of  systems  used  to  obtain 
identical  delivered  prices: 

a)  The  zone  pricing  method 

b)  The  single  basing-point  method 

c)  The  multiple  basing-point  method 

d)  The  plenary  basing-point  method 
2lie_2one_Price_3is_t9m..   The  simplest  type  of  zone  pricing  is  the 

"postage-stamp"  system,  which  receives  its  name  from  the  postal  system.   A 
three-cent  stamp,  for  example,  will  carry  a  letter  anywhere  in  the  United 
States,  so  the  United  States  becomes  a  three-cent  zone  for  first-class  mail. 
Tlie  same  system  is  used  for  chevdng  gum,  which  is  generally  five  cents  any- 
where in  the  United  States.   In  ether  words,  the  manufacturer  quotes  uni- 
form delivered  prices.   In  zone  pricing  all  manufacturers  quote  the  same 
uniform  delivered  price,  which  results  in  identical  delivered  prices. 

Another  type  of  zone  pricing  is  the  multi-zone  method  of  arriving 
at  identical  delivered  prices.   In  this  case  the  market  would  be  broken  into 
tw^  or  more  zones;  the  delivered  price  to  buyers  located  in  the  same  zone 
would  be  the  sam.e,  but  buj^ers  located  in  different  zones  would  pay  different 
delivered  prices.   If  all  manufacturers  set  the  same  price  in  any  one  zone, 
the  result  would  be  identical  delivered  prices.   In  this  case,  however,  the 
mills  would  not  sell  on  a  uniform  delivered  price  basis,  since  prices  vary 
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from  zone  to  zone.  This  system  Is  used  largely  by  the  ppper  industry. 

Diagram  II  is  a  map  of  the  United  States  divided  into  Ilv«  zones. 
The  zoning  frontiers  shov;n  do  not  reprecont  actual  conditr.ons,  but  are 
purely  illuritrativo.  A  customer  of  the  prcduct  thus  zoned  would  pay  ^63.00 
per  unit  of  the  product  anywhere  in  zone  3  regardless  of  whether  he  bought 
from  firm  X,  Y,  or  Z.   A  buyer  on  the  West  Coast  would  po.y  ^$75. 00,  while 
a  New  England  buyer  would  pay  $50.00,  no  matter  from  what  Siill  the  ship- 
ment was  madeo 

Ihe_Sin£]^_Basjjig-rointJjetl^   In  order  to  simplify  the  dis- 
cussion of  the  basing-point  system  the  same  assumptions  used  previously 
will  be  observed,  namely,  al]_  producers  sell  a  homogeneous  product,  all 
shipments  are  made  by  rail,  and  all  freight  charges  are  proportional  to 
distance.  Thece  assumptions  will  be  dropped  in  the  more  complex  cases. 

In  Ilagram  III  a  simple  case  of  the  single  basing-point  system 
is  shown.  There  is  only  one  buyer,  point  A,  but  three  sellers,  base  mill 
X;  non-base  mill  Yj  and  non-base  mill  Z.      X  has  established  itself  as 
a  base  by  announcing  a  base  price  of  $50.00,  and  having  "1   ■j.na  Z   announce 
that  they  will  match  his  delivered  price  at  any  point.  The  delivered 
price  is  than  calculated  bj'  adding  to  X' s  base  price  the  transportation 
cost  b>  rail  to  the  buyer.   Thus,  in  Eiagram  III  the  price  at  point  A 
will  be  IS^.OO  regardless  of  the  origin  of  the  shipment.   In  this  way 
identical  delivered  prices  are  quoted  at  point  A  bj-  mills  X,  Y,  and  Z. 

The  mill  not  prices  can  now  be  calculated  bj  subtracting  the 
transportation  charge  from  the  delivered  price,  as  follows: 

Fi-om:  X  Y  _Z_ 

Lelivered  Price  at  A     $55.00        ^55.00       $55oOO 

-  Freipht  Cost i^C 7^00 3-00 

::  Mill  Net  Price         $50.00        $48.00       $52,00 
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13. 


Now  return,  for  a  momfint,  to  Diagran  I.  Suppose  X  has  established 

itself  as  a  boce  mill  and  has  quoted  a  base  price  of  !&50.00.  Aasune  there 

are  buyers  at  points  X,  Y,  S,  A,  B,  and  C,  as  well  as  mills  at  points  X, 

Y,  and  Z.     Mill  X  is  the  onlj  basing  point,  so  that  all  delivered  prices  are 

calculated  as  in  the  single  buyer  case,  by  adding  to  X's  base  price  the  rail 

transportation  cost  from  X  to  the  buyer.  The  delivered  prices  will  now  be: 

At  point:      _A__   _P__     C     .^^       _JL_  -J'— 

Bese  price    $50,00  $50.00  f^SO.OO  $50.00  $50.00  $50.00 

.  Freight  cost 

from  case  X   10,00    5.. CO   20.00 15.00   10^00 

=  Lelivered  price 

$60.00  $55cOO  $70.00  $50.00  $65-00  $60.00 

Regardless  of  the  location  of  the  sale  bass  mill  X  will  receive 
a  mill  net  price  to  $50.00.  The  mill  net  prices  of  Y  and  X,  hovever,  will 
vary  as  the  bviycrs'  locality  changes.  The  mill  net  prices  for  Y  would  be 
calculated  as  follows: 

At  point:  A     _B_   _£_   -JL_  -I—       — ^— 

Delivered  price         $60.00  $55.00  $70,00  $50.00  $65.00  $60.00 

-  Actual  freight  charge 5.00   10.00    5.00   15.00  15cC0 

=  Mill  net  price  $55.00  $A5.00  $65.00  $35.00  $65-.00  $45.00 

The  mill  net  price  for  mill  Z  would  be  calculated: 

At  point:  A      B     __G__     ^--   —1—   — ?— 

Delivered  price         $60.00  $55.00  $70.00  $50.00  $65.00  $60.00 

-  Actual  freight  charge      20.00    5c00   10.00   10-. 00 15.00 

=  Mill  net  price  $A0.00  $50.00  $60.00  $40.00  $50.00  $60.00 

It  should  be  pointed  out,  before  we  proceed,  that  a  base  point 

need  not  be  located  at  a  mill.  For  example,  sellers  X,  Y,  and  Z  might  all 

announce  a  delivered  price  at  point  B  of  $50.00,  in  this  way  making  B  the 
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base  point.  All  delivered  prices  would  then  be  calculated  by  adding  the 
rail  trenapo^'tation  charges  from  B  to  the  point  of  sales  plus  B's  delivered 
price.  In  such  a  caae  the  delivered  price  at  point  A  would  be  $65,00,  the 
delivered  price  at  point  Y  would  be  $60.00,  and  so  forth. 

In  the  caso  of  mill  X  as  a  baaing  point,  charging  $50.00,  Y's 
price  at  point  Y  would  be  ^65. 00  per  unit  of  the  product.   It  is  possible 
to  assume  that  this  is  Y's  f.o.b.  mill  price.   If  we  make  such  an  assump- 
tion it  will  appear  that  seller  Y  is  absorbing  freight  on  deliveries  to 
buyers  in  a]l  except  two  cases,  namely,  for  deliveries  at  his  mill,  ano  to 
all  territory  further  from  base  X  than  the  distance  from  X  to  Y  plus  the 
distance  to  the  locality  of  the  sale  in  Y's  direction.  In  no  case,  under 
these  assumptions,  would  Y  te  able  to  collect  phantom  freight.  However, 
since  Y  does  not  announce  an  f.o,b.  mill  price  under  the  single  basing- 
point  system,  neither  freight  absorption  nor  phantom  freight  will  be  cal- 
culated. If  mill  Y  should  announce  an  f.o.b.  mill  price,  it  would  then 
also  become  a  base,  thus  causing  the  system  to  be  a  multiple  or  plenary 
basing-point  system,  both  of  which  are  treated  later,  l/ 

1/  Some  authors  prefer  to  reckon  freight  absorption  and  phantom  freight  as 
the  d^-i-ference  between  the  fr':^ight  factor  (the  rail  freight  cost  from  the 
base  rill  to  the  c^.elivery  point)  and  the  actual  freight  cost  to  the  mill 
■  makin?  the  delivery.  If  the  actual  freight  cost  is  higher  than  the 

freight  factor,  tl.ere  is  freight  absorption;  if  less,  there  is  a  Phantom 
freight  charge.   See  Machlup,  p.  11  and  p.  23;  also,  "The  Effect  of  the 
Basing-point  Decisions  on  the  New  England  Economy,"  in  The  New  Englanl 
News  Letter,  #297-s,  October,  19/V8,  p.  3.   A  U.S.  Steel  Report,  however, 
rn~Tlic  Monograph  No.  42,  The  Basing  Point  Problem,  76th  Congress,  ;ira 
Session  (19^1),  dislikes  the  use  of  the  term  phantom  freight  in  this  case. 
On  p.  36  it  is  stated  that  "Tnis  terminology  is  misleading,  and  contains 
an  erroneous  implication. . .in  most  cases,  non-basing  point  mills. . .actu- 
ally suffer  a  freight  disadvantage  due  to  higher  raw  material  assembly 
costs,  so  that  'phantom  freight' .. .nay  be  merely  compensation  for  such 
assembly  cost  disadvantage."  The  U.S.  Steel  Report  prefers  the  term 
"freight  advantage"  to  "phantom  freight."  . 

It  should  be  pointed  out  in  this  connection  that  the  costs  of  shipping 
finished  goods  normally  are  higher  than  those  of  shipping  raw  materials,  s' 
that  non-base  mills  would  often  receive  a  gross  profit  in  excess  of  the  ^ 
base  mills.   In  such  cases  the  net  mill  price  at  the  non-base  mill  voula  be 
more  than  "merely  compensation  for  such  assembly  cost  disadvantage. 

Whether  we  term  this  higher  mill  net  at  non-base  mills  "price, 
"phantom  freight,"  or  "freight  advantage,"  it  remains  true  that  a  non- 
base  mill  would  find  it  a  great  advantage  to  sell  in  its  locality. 
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Now  refer  to  Diagram  IV.  Afjaln,  assume  mill  X  has  established  it- 
self as  a  baae,  quoting,  as  before,  a  baae  price  of  .^50. CO.  Ac  mill  X  ia 
the  only  basirg  poirt  ell  prices  are  calculctcri,  as  before,  by  adaing  to  X'o 
f.o„b.  mill  price  the  oil-rail  transportation  costs  from  X  to  the  buyer.  IT-'e 
delivered  prices  at  points  A,  B,  C,  X,  Y,  and  Z  will  be  exactly  the  sane  as 
before,  that  is,  $60.00,  $55.00,  §^70. 00,  i)50.00,  065.00,  end  $JcO.OO,  respec- 
tively.  In  Diagram  I?,  we  see  that  mill  Z  can  ship  to  point  G  via  water  more 
cheaply  than  by  rai] ,  and  also  that  shipments  to  point  Y  and  point  A  couJd 
more  economically  be  made  partly  by  water  and  partly  by  rail.  Further,  mill 
X  could  chip  to  point  C  at  a  lower  cost  if  it  shipped  by  truck,  or  even, 
partly  by  rail  and  partly  by  water.  These  factors,  however,  have  no  bearing 
on  the  delivered  prices,  since  the  price  at  any  point  is  calculated  by  adding 
to  the  base  price  the  all-rail  freight  cost  to  the  buyer,  regardless  of  the 
method  of  trai-isportetion. 

Unlike  the  previous  example,  mill  X  may  now  receive,  in  some  in- 
stances, more  than  |i50.0Q  mill  net.  For  example,  en  a  shipment  to  point  C 
by  truck,  calculate: 

Base  price  at  mill  X  l/               $50.00 
»  Rail  transportation  cost  to  point  C 20.00 

-  Delivered  price  at  point  G  70.00 

-  Actual  tran3rortation  cnPTge  by  truck 9. CO 

=  Mill  net  price  received  by  mill  X        61.00 

Phantom  freight  charge  011.00 

The  phantom  freight  was  calculated  by  subtracting  from  the  delivered 
price  ($70.00)  the  sum  of  the  seller's  base  price  plus  the  actual  cost  of 
transportation  ($50.00  •?■  $9c00).  Thus  $70.00  -  $59.00  =  $11.00  phantom  freight. 

If  mill  X  shipped  by  rail  to  point  Z,  and  then  by  water  from  point 
Z  to  point  C,  there  would  be  a  charge  of  $5c00  phantom  freight,  calculated 
as  follows : 


l/  In  actual  practice,  firms  call  base  price  "f.o.b,  mill  price." 
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Base  price  at  mill  X  $50.00 

<•  Rail.  tra.r.3rortat:i.on  cor.t  to  point  r ?.P'QQ 

^"Delivered  price  at  point  C  70.00 

zJ^^''')i2;lJlSjJ-\:'atpr_traiT3portnJti^^ 

:;  Mill  net  price  received  by  mill  X         55.00 

Phantom  freight  charge  ^  5.00 

The  phantom  freight  was  calculated,  as  before,  by  subtracting  from 
the  delivered  price  the  sura  of  the  seller's  base  price  plus  the  actual  cost 
of  transportation.  Thus  $70.00  -  $65.00  =  $5.00  phantom  freight,  l/ 

The  MTJltiple  Basing-iOint  Msthod.  Suppose  for  some  reanon  tne 
mill  at  Y  in  Diagram  V  announces  an  f.o.b.  mill  price  of  $50.00,  adding, 
however,  that  it  will  meet  the  delivered  price  of  all  competitors.  Mill  Y 
thus  becomes  a  base.  Since  mill  X  is  also  a  base  with  a  base  price  of  $50.00, 
we  now  have  two  base  mills,  or  a  multiple  basing-point  system.  The  delivered 
price  to  a  buyer  is  now  determined  by  calculating  the  lowest  combination  of 
base  prices  and  all  rail  transportation  charges. 


1/  The  U.S,  Steel  Report  does  not  like  the  term  "phantom  freight"  used  in  this 
connection  either.  See  p.  36,  0£.  cit.  "There  are  good  reasons  wny  the 
base  mill.. -usually  does  not  quote  a  delivered  price  (to  the  buyer),., 
based  upon  the  cost  of  water  transporta-.lon.  First,  a  barge  shipment  must 
be  much  larger  than  a  rail  shipment  before  it  can  be  carried  economically. 
Compai-a Lively  few  customers  are  willing  to  order  the  quantity...  required 
fov\  barge  load.  This  rul'^s  out  many  ;ihipments  which  might  otherwise  be 
ma'fe  by  water.   Second,  water  transportation  is  slower  than  rail,  and^ 
buyers  are  not  always  willing  to  wait  fci-  water  delivery.   Third,  facili- 
ties may  not  be  available  at  destination  for  economically  and  efficiently 
handling  delivery  by  water.   Fourth,  shipments  by  water  always  involve 
extra  costs  at  both  mill  and  destination,  which  greatly  reduce  or  elim-^ 
inate  any  saving  in  transportation  costs,  except  when  shipped  for  consider- 
able distances.   Fifth,  closed  seasons  of  navigation  bi'  reason  of  climatic 
or  flood  conoitions  present  transportation  hazards  uncertain  in  tine  or 
effect  which  prevent  sound  business  determinations  with  respect  to  future 
delivery. " 

The  fallacy  running  throughout  this  statement  is  obvious.   The  buyer, 
under  the  basing-point  system,  is  forced  to  pay  the  rail  transportation 
costs,  regaralcss  of  the  method  of  transportation.  Certainly,  if  he  is 
in  a  position  to  wait  for  the  slower  water  shipments  or  buy  in  large  quanti- 
ties, or  for  any  other  reacun,  to  prefer  water  shipments  he  should  be  al- 
lowed to  benefit  from  his  position.  While,  in  fact,  he  is  given  the  choice 
of  rail,  water,  or  truck  transportation,  he  pays  the  all-rail  charges 
regardless  of  his  choice. 
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In  DiogrfD  V  we  have  a  very  simple  case.  The  base  price  plus  all 
rail  transportation  costs  from  X  base  to  point  A  is  C50oOO  ■••  $5..  CO,  cr  '-'ifJ.CO, 
while  in  the  case  of  base  Y  the  combination  would  be  C50,00  +  £7. CO,  or  ^37.00, 
Since  X's  price  would  be  lower,  X  becomon  the  governing  base.  The  delivered 
price  at  point  A  is  therefore  055<.OO  regardless  of  the  mill  making  the  sale. 
The  mill  net  prices  of  mills  X,  Y,  and  2  would  now  be  $50=00,  $/^8.00,  and 
$52.00.  The  freight  absorption  by  mill  B  would  be  calculated  by  subtracting 
from  the  delivered  price  the  sun  of  the  seller's  base  price  plus  the  actual 
transportation  cost.   Thus  $55.00  -  C57.00  =  -  $2.00,  or  $?.G0  freight 
absorption. 

If J  in  Diagram  IV,  mill  X  and  mill  Z  are  basing  points,  both  quoting 

a  base  price  of  $.50.00,  the  delivered  prices  would  be  as  follows: 

At  point;  A  B      C     _X_-     Y      2 

Governing  base  mill        X    (X  or  Z)  Z  X    (X  or  Z)   Z 

Base  price  of  governing   $50-00  $50.00  $50^00  $50,00  $50.00  $50,00 
base 
^   Freight  fro:n  glover ning  10. CO    5.00       10.00 Ht^Q. 

=  Delivered  price         $60-00  $55,00  $60. CO  $50o00  $55,00  $50,00 

The  mill  net  prices  may  now  be  calculated,  as  in  the  other  examples, 

by  subtracting  the  actual  freight  costs  from  the  delivered  prices. 

The, Plenary  BaginfT-Point  Method.  Under  the  plenary  basing-point 

system  every  mill  becomes  a  base^  Each  mill  quotes  an  f.o.b.  mill  price, 

but  is  also  willing  to  meet  the  price  of  any  competitor.  Suppose,  for  example, 

in  Diagram  V,  all  the  mills  X,  Y,  and  Z  announced  a  base  price  of  $50.00,  but 

announced  their  willingness  to  absorb  freight  to  meet  competitors'  prices. 

Point  A  would  now  pay  a  delivered  price  of  $53.00,  for  the  mill  at  Z  would 

now  be  the  governing  base,  since  its  base  price  plus  rail  cost  is  the  lowept. 

In  such  a  case  mill  Y  would  absorb  $4.00  freight,  and  mill  X  would  absorb 

$2c00. 


IS 


U3ucvl]y,  however,  in  a  plenary  basing-point  system  thore  is  a  price 
differential  between  the  bases.   If,  in  Diagram  V,  nills  X  and  Y  announced  a 
base  price  of  $50.00  and  n-ill  Z  announced  a  base  pries  of  ;:j52-00,  then  th^ 
price  at  A  would  be  155.00,  with  either  bar-e  X  or  Y  the  governing  base. 

Sometiiaes  a  single  basing-point  method  is  modified  to  a  plenary 
basing-point  syste:^  by  all  mills  announcing  a  base  price  exactly  eq'oal  to 
the  original  mill's  base  price  plus  the  rail  transportation  costs  to  all 
ether  mills.  For  example,  suppose  in  Diagram  I,  mill  X  amicunces  a  base 
price  of  |50c00.  Under  a  single  basing-point  system  the  deli.vered  prices 
at  points  A,  B,  C,  X,  Y,  and  Z  would  be  $60,00,  $55.00,  $70.00,  $50.00, 
$65,00,  and  ^60  00,  respectively.  Now,  if  Y  announced  a  base  price  of 
$65o00  (or,  the  base  price  at  X  plus  the  rail  freight  charges  to  Y)  and  Z 
announced  a  base  price  of  $60.00,  the  resul'.s  would  be  exactly  the  sare. 
The  delivered  prices  at  the  six  points  would  be  exactly  as  they  were  under 
a  single  basing-point  method., 
Tl:3  "Natural  Marke'.."  Cpncept 

The  U.S.  Steel  Report  defines  the  ''natural  market  territory"  as 
"the  area  in  which  each  mill  can  sell  at  a  delivered  price  calculated  on  the 
basis  of  its  own  base  price,  p'L-Js  the  (full)  actual  freight  to  the  point  of 
delivery/'  \J   that  is,  the  area  in  which  a  base  mill  does  not  absorb  freight 
to  meet  the  price  of  his  ccinpetitors  is  his  natural  market.   In  Diagram  VI 
we  sea  two  base  mills,  X  and  Y,  100  miles  apart.   If  we  ass\:Ee  a  freight 
rate  of  IO9;  per  mile,  and  a  base  price  of  $50>,00  at  each  base,  the  "natural 
market"  of  both  X  and  Y  will  ba  detei-mined  by  point  A  exactly  half  way  between 
them..  However,  if  Y's  base  price  is  $5A.OO  and  X' s  remains  at  $50.00,  the 
r.atural  markets  of  the  two  mill::  are  determined  by  point  B.   In  the  first 


1/  TK5G  Monograph  iio.  42,  p. 


19 


DIAGRAM  YI 


^ 


FREIGHT     FROM        Y 
-« 

$900      S800      S700       S6  00      $500      $4  00      $300       $200      $100 

-A— H$    I     I 

$100        $2  00      $3  00      $4  00      S5.00      $6  00       $700       $8  00      $900 


J^ 


FREIGHT     FROM    X 


MARYLAND    STATE    PLANNING     COMMISSION 


20 


case,  if  X  wishes  to  sell  east  of  A  it  must  absorb  freight,  as  mot  Y  if  it 
soils  west  of  A.   In  the  second  case,  X  may  sell  anyvhere  east  of  B  without 
absorbing  freight,  but  mill  Y  is  limited  to  the  territory  east  of  B  ualeas 
it  cares  to  absorb  freight.   The  example  shows  how  a  base  mill  may  extend 
its  natural  market  by  lowering  its  base  price.   More  will  be  said  of  this 
later  in  the  report. 
Conclusion 

Some  of  the  methods  of  pricing  which  can  be  used  in  order  to 
obtain  identical  delivered  prices  have  now  been  examined.  Of  course,  there 
are  variations  of  the  methods  described  thus  far,  which  will  be  treated 
separately  when  necessary.  There  are  many  -irguments,  both  pro  and  con, 
for  quoting  identical  prices,  but  they  also  will  be  treated  in  other  sec- 
tions of  the  report.   The  main  thing  now  is  for  the  reader  to  understand 
fully  the  terminology  defined  in  this  chapter. 
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CHAPTER  II 
BRIEF  HISTORY  OF  THE  BASIIIG-POINT  SySTEM  l/ 

The  basine-point  system  is  by  no  means  a  nev/  method  of  pricing. 
As  early  as  lb'30  steel  beams  were  sold  on  a  single  basing-point  system.  Tliis 
so  callsd  "Pittsbiorgh  Plus"  basis  of  quoting  identical  pricoj  was  excended 
in  the  late  1390' s  to  numerous  other  steel  products,  such  ar,  steel  plates, 
bars,  Gheets,  tin-plate,  and  various  types  of  steel  wire.   Er-ly  in  thp  3900'8 
the  cement  industry  adopted  the  basing-point  method.  Cement,  however,  differ- 
ing from  steel,  was  quoted  on  a  multiple  basing-point  basis  from  an  earlier 
date.  Later  corn  product  prices  were  quoted  on  a  single  base  for  bulk  goods, 
and  on  a  zone-pricing  scheme  for  packaged  products.  The  various  systems  were 
extended  to  industry  after  industry,  until  at  one  tine  or  another  they  covered 
at  least  20  industries.  The  most  important  industries  that  have  at  some  time 
used  the  single  or  multiple  basing-point  systems  are:  2/ 

Iron  and  steel  Fire  brick 

Welded  chain  Asphalt  roofing  material 

Rigid  steel  conduit  Maple  flooring 

Cast-iron  soil  pipe  Oak  flooring 

lead         "  Other  lumber  products  (cedar, 

Copper  hemlock,  cypress,  pine,  fir) 

Zinc  Wood  pulp 

Muriate  of  potash  Sugar 

Gasolina  Corn  products  (corn  syrup,  corn 

Cement  oil,  starch,  gluten  feed) 

On  the  basis  of  an?;w-jrs  to  our  questior-naire  2/  s'snt  to  one  thou- 
sand Maryland  firms,  the  following  is  a  list  of  some  of  the  products 


1/  This  chapter  relies  heavily  on  Machlup,  0£.  cit. ,  and  Frank  A.  Fetter, 
The  I-"asqr.erade  of  Nonopol:i. 

2/  Taken  from  Machlup,  p.  17. 

2/  See  Appendii:  A. 
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man'-ifactured  in  Maryland  that  have  been  sold  on  a  baainG-point  ayatem? 

Cement  Lu.-?>or 

Brick  (^pauiD 

Crushed  stono  Ani.r.ai  and  poultry  feecs  (ccn:e) 

Lir^e  Crushed  oyster  'jhe'-.lri  for  poultry 

Masonry  mortar  Stainless  steel  Torgings 

Rubier' soles  and  heels         Stainless  steel  sheets 

Industrial  chemicals  (somg)     Hot-rolled  steel  products 

Chrome  colors  Billets  and  blooms 

Nev;s  print  Most  cold-rolled  .st-el  proaucts 

Certain  types  of  paper         linsulated  doors 

This  list  is  by  no  me«ins  complete,  but  it  ^ives  the  reader  an 
idea  of  the  extent  to  which  the  basing-poinb  system  has  developed  and  spread 
in  the  State  of  Maryland, 

Adopted  in  1880,  the  "Pittsbvrgh  Plus"  system  of  quoting  identical 
delivered  prices  for  numerous  steel  products  remained  intact  until  1920,  with 
on]y  two  serious  deviations  during  the  period.   The  first  in  1909  and  the 
other  in  1911-12,   In  both  cases  Chicago  mills  attempted  to  establish  their 
city  as  a  base.  The  underutilized  Chicago  mills,  feeling  they  co-old  increase 
sales  if  they  lowered  their  prices,  were  soon  persuaded  that  it  would  be  un- 
wise to  deviate  from  the  established  system. 

Under  this  system  prices  of  the  affected  steel  itexs  were  determined 
by  adding  ^ .;  the  base  price  at  Pittsburgh  the  all-rail  freight  rate  to  the 
buyer's  locality.   To  aid  steel  producers  in  calculating  the  delivered  prices 
from  base  prices,  two  books  were  circulated.   The  first,  a  "book  of  extras," 
was  used  to  '^calculate  a  specirj.  addition  (or  sometimes  a  deduction)  for  quan- 
tities or  specifications  (i.e, ,  size,  gauge,  chemical  cor.position,  physical 
characteristics,  inspection,  etc..)  other  than  the  standard  quantities  and 
specifications  to  which  the  base  price  applies."  l/ 


1/  Carroll  R=  Dougherty,  Kelvin  G.  CeChasean,  and  Samuel  S.^  Stratton,  Tne 
Economics  of  the  Iron  and  Steel  Industry,  I,  ?«  2CS  (1937). 
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The  second  book  to  aid  in  price  calculations  was  a  rail-freight 
tariff  schedule,  or  the  "freight  rate  book."  l/  Thus,  all  steel  producera 
were  able  to  calculate  the  delivered  price  to  any  and  all  customers. 

In  the  early  1920' s  the  steel  industry,  forced  by  pressures  from 
Chicago  mills  and  the  Federal  Trede  Coranission,  shifted  to  a  multiple  basing- 
point  system-   Ttie  result  of  this  change  v/as  lower  prices  for  steel  in  the 
western  and  southern  sections  of  the  country,  but  identical  delivered  prices 
were  still  maintained.  2/  On  May  26,  1936  the  Navy  Department,  Bureau  of 
Supplies  and  Ancouiits  opened  bids  for  cold-rolled  or  cold-drawn  steel  sub- 
mitted by  31  steel  manufacturers.   The  price  quoted  by  all  31  producers  was 
$20,727.26.   Earlier,  on  November  19,  1935,  A3  out  of  f)0  firms  bid  !!*A5,633.A8 
to  supply  the  same  bureau  with  welded  steel  pipe. 

The  "Pittsburgh  Plus"  system  was,  as  stated  earlier,  extended  to  a 
multiple  basing-point  system.  Other  industries  adoptee  similar  systems.  By 
1943  such  systems  were  well  established  throughout  the  country. 

Then,  in  April  1943  the  Supreme  Court  declared  the  basing-point 
system  for  cement  to  be  a  form  of  unfair  competition  and  to  involve  milawf-Ld 


1/  "The  American  Iron  and  Steel  Institute  has  a  traffic  committee  composed 

of  traffic  managers  of  10  different  steel  companies.  This  coDnittee  super- 
vises the  Institute's  Freight  Rate  Book.   There  are  four  sections  to  the 
Institute's  Rate  Book,  and  the  responsibility  of  Keeping  these  sections 
up  to  date  is  assigned  to  different  members  of  the  committee.  When  correc- 
tions are  necessary  -  and  by  necessary  I  mean  v/hen  rate  changes  take  place 
-  these  committee  members  have  the  change  made  on  supplementary  sections 
cr  pages,  sending  these  sections  or  pages  to  the  institute  for  distribu- 
tion to  holders  of  the  rate  book,"  From  the  testimony  of  Benjamin  F, 
Fairless,  President  of  Tne  United  States  Steel  Corporation,  New  York  City, 
as  published  in  Part  27,  Iron  and  Steel  Industry,  of  the  Hearings  Before 
the  Temporary  National  Economic  Committee  of  the  United  States.  76th  Con- 
gress; 3rd  Session,  po  li!+222>, 

?y  Ibid,  pp.  U54.7-U543. 


restraint  of  trade,  l/  Shortly  thereafter,  in  the  Conduit  Case  2/the  Circuit 
Court  of  Appeals  -leclared  that  the  individual  use  of  the  basing-point  systen 
with  the  knowledge  that  competitors  also  use  it  is  also  unfair  competition 
and  unlawfia  discrimination. 

Many  business  lawyers  claimed  that  the  Cement  and  Conduit  Casos 
spelled  the  end  of  delivered  prices.  They  claimed* that  all  prices  must  be 
announced  f.o.b.  mill.  Others  claimed  that,  while  the  Cement  and  Conduit 
Cases  did  not  outlaw  delivered  pricing  per  se,  the  courts  were  heading  on 
a  course  which  would  soon  lead  to  compulsory  f.o.b.  mill  pricing. 

After  the  decision,  many  industries,  notably  the  iron  and  steeD.  in- 
dustry, adopted  a  system  of  uniform  f.o.b.  mill  pricing.  A  bill  was  intro- 
duced in  the  Eighty-First  Congress  to  legalize  the  absorption  of  freight  costs 
in  order  to  quote  uniform  Delivery  prices,  provided  there  was  no  conspiracy 
involved.  The  bill,  S.  1008,  was  passed  by  the  House,  but  the  Senate  post- 
poned a  vote  on  the  House  compromise  until  1950.  y 


1/  F.TcC.  V.   The  Cement  Institute,  o£.  cit. 
2/  l68F2d  175  (19^3). 
2/''  See  Appendix  E. 
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CHAPTER  III 
FARYLAro'S  INDUSTRIAL  COMCENTRATIOU 

Introduction 

Early  in  July  of  19^9  tho  Maryland  State  Planning  Conmlssion  mailed 
to  one  thousand  Maryland  manufacturers  a  copy  of  a  queationnaire  entitled  "Has 
Your  Business  Been  Affected  by  the  Easing-Point  Decision?"!/  All  nanuf acturers 
in  Maryland  who  employed  50  or  more  persons  were  sent  a  copy  of  the  question- 
naireo  Further,  firms  in  ten  industries,  employing  25  persons  or  more,  were 
also  surveyed.  These  ten  industrial  groups,  listed  below,  were  chosen  in  order 
that  a  larger  sample  could  be  obtained  from  the  industries  most  likely  to  be 
affected,  as  shown  in  other  published  reports  on  the  basing-point  system. 

Chemical  and  allied  products 
Coal  and  petroleum  products 
Rubber  products 
Leather  and  leather  products 
Stone  clay  and  glass  products 
Primary  metals 
Fabricated  metal  products 
Machinery  (except  electrical) 
Electrical  machinery 
Transportation  equipment 

The  mailing  list  was  taken  from  the  19^9  Directory  of  Maryland  Manu- 
facturers, published  by  the  Department  of  Labor  and  Indus  trvc   The  firius  sur^ 
veyed  accounted  for  Zl%   of  the  total  manufacturing  empl-f^yment  in  Maryland,  The 
purpose  of  the  questionnaire  2/  was  to  determine  opinion  of  Maryland  manufac- 
turers on  the  basing-point  issue;  the  effect  on  their  sales,-  purchases,  and 
emplojnnent  if  a  system  of  compulsory  f.o.b.  mill  pricing  were  established;  and 


1/  Our 


questionnaire  was  based  on  a  questionnaire  prepared  by  Dr.  Alfred  C. 
Neal,  Vice  President  and  Director  of  Research,  Federal  Reserve  Bank  cf 
Boston,  for  his  survey  on  '"The  Effect  of  the  Basing  Point  Decisions  on  the 
Nevr  England  Economy,"  published  in  the  New  England  News  Letter.  #297-S, 
October,  1948o 

2/  See  Appendix  Ao 
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to  what  extent  cystems  such  as  the  baaing-point  or  zone-pricing  methods  pre- 
vailed in  Maryland. 

The  number  of  replies  was  gratifying.  Nearly  20:5  of  the  firms  on 
the  mailing  list  replied.  These  firms  represented  hO%  of  the  total  employ- 
ment in  Maryland  manufacturing.  1/ 

To  supplement  the  questionnaire,  personal  interviews  were  arranged 
with  the  management  and  officials  of  a  variety  of  firms  throughout  the  State. 
These  interviews  proved  extreme] y  helpful  in  formulating  views  on  the  probable 
results  of  a  change  in  pricing  methods. 
Manufacturing  in  Mai-y la nd 

Maryland  is  a  manufacturing  state.  Forty-two  per  cent  of  her  gain- 
fully employed  nonagricultural  workers  manufacture  thousands  of  items  for 
shipment  throughout  the  world.  Averaging  nearly  !?60,00  weekly,  some  2^0,000 
manufacturing  employees  took  home  over  $18A  million  in  their  pay  envelopes 
during  the  last  quarter  of  19-48.  Needless  to  say,  any  law  affecting  Maryland's 
manufacturing  could  have  far  reaching  effects  on  the  State's  economic  well- 
being. 

The  four  most  important  manufacturing  industries  in  the  State  account 
for  over  50%  of  the  total  men  and  women  employed  in  manufacturing,  but  the  re- 
maining industries  are  well  diversified.  Table  1  shov;s  the  distribution  of 
employees  among  the  various  industries.  It  is  conceivable,  for  example,  that 
a  compulsory  change  in  pricing  might  have  wide  effects  on  one  industry,  but 
go  unnoticed  by  the  State  as  a  unit.  On  the  other  hand,  it  could  affect  a 
few  important  industries  and  sharply  change  the  economy  of  the  State. 
Industries  Likely  to  be  Affected 

On  the  basis  of  185  replies  to  our  questionnaire,  our  personal  inter- 


1/  It  should  be  noted  that  this  figure  does  not  include  a  few  of  the  larger 
firms  likely  to  be  affected,  which  chose  not  to  answer  the  questionnaire. 
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views,  and  other  material,  it  nay  definitely  bo  said  that  only  seven  inauatrlee 

in  Maryland  will  bo  o.ffectcd  to  any  extent  by  a  shift  to  f.o.b,  iftill  pricing. 
These  Industries  employ  approximately  Z%  of  the  total  er.ployeeo  in  1-t.ryland 
manufactui'ing.   They  are: 

Primary  metals  12«6  % 

Fabricated  metal  products  7«1 

Ghenicals  and  allied  products  ^.7 

Stone,  clay,  and  glass  products  3.6 

Lumber  and  wood  products  2.3 

Rubber  products  2.2 

Paper  and  allit-d  products  2^1 

When  it  is  said  that  these  seven  industries  are  "affected,"  this 
implies  either  adverse  or  beneficial  effects. 

Before  studying  each  industry  in  detail,  an  examination  of  the  Steto 
by  counties  will  be  made  in  order  to  determine  what  areas  will  most  like]y  be 
affected  because  of  a  hea->7y  concentration  of  the  seven  industries  named  above. 

Tables  2  through  11  present  the  distribution  of  industries,  by  units 
and  employees,  in  the  counties  of  Maryland.  Counties  and  industries  have  been 
combined  in  some  instances,  since  the  Department  of  E-Jiployment  Security  may 
not  release  employment  figures  for  an  industry  unless  the  figures  cover  the 
combined  employment  of  four  or  more  firms.  In  some  instances,  estimates  of 
employment  in  variouri  groups  have  been  made  from  figures  on  emploj-ment  for 
individual  firms,  as  given  in  the  1949  T^i-r'=>nt.nrv  nf  Mr.rvl  ard  i/Anufac-'.urers. 
Table  12  shows  the  percentage  that  the  affected  employment  represents  of  the 
total  nonagricultural  employment  in  the  sirea. 

As  might  be  expected,  the  areas  most  likely  to  be  affe^-ted  by  a 
change  to  fcOob.  mill  pricing  are  Baltimore  City,  Baltimore  County,  and 
Allegany  County,,  Perhaps  an  unexpected  omission  from  this  list  is  Washington 
County„   This  is  due  to  the  low  connentretion  of  manufacturing  in  industries 
likely  to  be  affected.. 


io 


The  discussion,  thus  far,  h^s  been  in  the.  way  of  an  introduction. 
The  manufactui'ing  groups  will  now  be  segregated  and  each  studied  in  core 
detailo  Then  each  area  of  the  State  will  be  studied  in  a  loss  general  way. 
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CHAPTER  IV 
INDUSTRIES  NOT  AFFECTED  BY  THE  BASING-POB'T  RULINGS 

Since  the  thirteen  industries  not  likely  to  be  affected  by  a  shift 
to  f.o.b.  mill  pricing  employ  over  60f,  of  the  nen  and  women  in  manufacturing, 
it  may  be  well  to  examine  them  in  more  detail. 
Food  and  Kindred  Products 

About  U^.  of  the  total  men  and  women  in  the  State's  manufacturing 
are  employed  in  tho  production  of  food  and  kindred  products.  These  enter- 
prises include:  meat  packing;  slaughtering:  conning  fish,  vegetables,  and 
fruit;  bottling  beers,  wines,  and  liquors;  as  well  as  many  other  industries 
preparing  food  or  drinks,  A  total  of  33,125  employees  are  employed  in  this 
major  industry  group  throughout  the  State,  of  v;hich  well  over  one  half  are 
employed  in  Baltimore  City. 

The  Commission  sent  256  questionnaires  to  various  food  nanufaoturerr 
and  received  only  IS  replies,  representing  7.6/.  of  the  total  employment  in 
this  group.  However,  we  expected  a  small  return  from  this  industry  for  firms 
unaffected  and  unaccustomed  to  a  zone  or  basing-point  system  were  less  inter- 
ested than  those  industries  most  vitally  affected. 

Two  firms  producing  feed  reported  selling  on  a  zone  or  basing-point 
basis,  but  this  industry  subgroup  represents  less  than  one  half  of  l/i  of  the 
total  employees  in  food  and  kindred  products,  or  less  than  200.  One  of  these 
expects  no  drop  in  employment  or  sales  if  an  f.o.b.  mill  pricing  system  is 
adopted.  The  other  expects  a  drop  of  15,  or  505b  in  employment,  but  gives  no 
reason  as  to  why  he  estimates  this  decrease.  In  view  of  the  fact  that  Mary- 
land, Delavrare,  New  Jersey,  Pennsylvania,  Virginia,  "est  Virginia,  and  the 
District  of  Columbia  import  a  great  deal  more  animal  and  poultry  feed  than 
they  export,  the  reported  estijnate  may  be  unduly  pessimistic. 


w? 


ProbaVjly  99fj  of  the  food  inductry  will  not  be  affected  directly 
by  a  shift  to  f.o.b.  mill  pricing, for  the  producers  sell  and  buy,  for  the 
most  part,  on  such  a  system,  or  sell  on  some  type  of  haphazard  freight  ab- 
sorption system  unliku  any  competitor.  The  other  \%   will  be  affected  only 
very  slightly. 

Tobaccoj  Professional,  Scientific,  and  Controlling 
Instruments-,  and  Miscellaneous  Industries 

On  the  basis  of  eight  returns  from  firms  employing  20^  of  the  total 
workers  in  these  three  industry  groups,  all  sales  are  made  now  and  have  teen 
made  in  the  past  on  an  f.o.b.  mill  pricing  system.  Consequently,  the  sales 
of  those  industries  would  not  be  affected  in  any  v;ay  by  the  complete  abandon- 
ment of  the  basing-point  or  zone  system.  Furthermore,  the  raw  materials 
purchased  on  a  basing-point  or  zone  system  by  these  industries  are  so  small 
a  portion  of  cost  that  any  decrease  or  increase  in  total  costs  would  be 
negligible. 

Textile  Hill  Products;  Apparel  and  Other  Finished 
Products 

Twnnty-seven  replies  from  firms  employing  over  lOf.  of  the  workers 
in  these  tvro  industry  groups  indicated  not  one  case  of  either  zone  or  tasing- 
point  pricing.  Similarly,  there  was  no  case  of  materials  being  purchased  on 
any  zone  or  basing-point  system.  Consequently  we  may  safely  assuire  that  these 
two  industries  will  not  be  affected  in  any  way  by  any  over-all  change  to 
f.o.b.  mill  pricing. 
Furniture  and  Fixtures 

Six  replies  from  the  furniture  and  fixtures  industry,  representing 
\2$   of  the  employed  in  this  industry,  reported  that  they  would  not  be  affected 
by  a  shift  to  f.o.b.  mill  pricing  for  the  following  reasons:   (1)  They  ali-eady 
make  their  sales  in  this  way;  (2)  Changes  in  costs  of  affected  materials 
would  be  so  negligible  they  would  have  no  noticea"i>lG  effect  on  total  josts. 
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PrintinK»  rublishinr;.  and  Allied  Inc^untries 

Eight  firms,  employing  990  nicin  and  v/omen,  about  lO'A  of  the  total 
employment  in  this  industry,  reported  that  they  would  not  be  affected  to 
any  extent  by  a  shixt  to  an  f.o.b.  mill  pricing  system.  Evidently  a  change 
in  the  price  of  paper  or  newstypo  would  represent  such  a  nef^ligible  portion 
of  total  costs  that  it  could  be  disregarded. 
Leather  and  Leather  Products 

The  returns  from  four  firms,  or  over  10';^  of  this  industry,  also 
reported  no  anticipated  effect  if  a  system  of  f.o.b.  mill  pricing  were  made 
compulsory. 
Machinery  and  Transportation  Eonipnont 

Twenty-seven  firms,  employing  33,978  men,  or  about  625'.  of  the 
total  employees  in  these  groups,  reported  little  or  no  anticipated  effect 
due  to  a  shift  to  f.o.b.  mill  pricing.  No  firm  reported  that  its  sales  are 
now,  or  ever  v;ere,  on  a  zone  or  basing-point  system.  Only  three  firms  re- 
ported any  e:cpected  noticeable  increase  in  their  total  costs  of  materials 
as  a  consequence  of  a  shift  to  f.o.b.  mill  pricing. 

This  is  a  rather  strange  result.   In  the  New  England  Survey^/  firms 
manufactioring  machinery  felt  they  v/ould  be  distinctly  affected  by  a  shift  to 
an  f.o.b.  mill  pricing  system.  Probably  the  reason  for  this  difference  is 
that  the  cost  of  machinery  produced  in  Maryland  is  of  such  a  nature  that 
labor  and  fixed  costs  represent  a  higher  percentage  of  cost.  Also,  in  194.S, 
business  was  much  more  alarmed  by  a  change  in  pricing  nsthods  than  now. 
After  more  than  a  year  of  f.o.b.  mill  pricing  oj   some  of   the  largest  pro- 
ducers, many  firms  realize  their  earlier  pessimism  was  exaggerated. 


1/  Neal,  og.  cit. ,  p.  5. 
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In  svunmarlzing,  let  us  lint  c.  few  of  the  reasons  -/hy  th-r-c  thirteen 

indu.gtrics  would  bo  unaffected: 

1.  Most  important,  the  sales  were  not  on  a  basing-point  or  zone 
systexfl, 

2.  Some  industries  bought  no  materials  on  a  basing-point  or 
zone  system. 

3.  Those  tho.t  bought  material  on  a  basing-point  system  often 
bought  such  a  small  quantity  that  a  ali/jht  change  in  price 
had  no  noticeable  effect.  This  was  probably  the  result  in 
the  printing  and  publishing  industry. 
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Others,  purchasing  a  larger  amoujit  of  material  on  a  basing- 
point  or  7ono  system,  produced  such  specialized  items  that 
labor  and  eqiiipmcnt  were  the  ntijor  cost  itoms.  Machinery 
and  furniture  are  probably  examples  of  this  case. 

These  arc  the  most  irportant  reasonr  that  the  thirteen  industries 
mentioned  would  be  unaffected  by  a  shift  to  f.o.b.  mill  pricing.  I'ow  let 
us  examine  those  industries  most  lilcely  to  be  affected  by  court  or  legislative 
action. 
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CMPTER  V 
IROT  AMD  STEEL 


Most  important  of  the  industries  likely  to  bo  affected  by  a  shift 
to  uniform  f.o.b.  mill  pricing  is  the  iron  and  steel  industry.  Unfortunately 
the  major  portion  of  this  industry  did  not  return  questionnaires. 

The  four  firms  which  did  report  accounted  for  less  than  10%  of  the 
total  employment  in  this  industry.  Of  these,  only  two  expected  to  be  affected 
by  a  compulsory  shift  to  uniform  f.o.b.  mill  pricing.  These  two  firms 
estimated  an  average  decrease  in  sales  of  about  20%,  causing  a  decrease  in 
total  employment  ranging  betwcer  750  and  1,000.  However,  because  the  sample 
was  small,  heavy  reliance  has  been  placed  on  the  other  available  information. 
The  Iron  and  Steel  Industry  in  Maryland 

Shortly  after  the  cement  decisions  in  April,  \^k^   the  steel  industry 
adopted  the  system  of  uniform  f.o.b.  mill  pricing.  This  sudden  change 
brought  forth  a  clamor  from  fabricators  all  over  the  Nation,  especially  those 
distant  from  their  steel  suppliers.  Costs  of  steel,  in  some  instances,  rose 
as  much  as  50%.  Steel  fabricators  feared  the  results.  Some  predicted  100% 
drops  in  sales.  Few  saw  any  good  in  the  change. 

The  reasons  for  this  pcssimis  wore  numerous.  First,  U.S.  fabrica- 
tors were  accustomed  to  a  system  of  identical  prices  from  their  steel  sup- 
pliers. Now  they  faced  a  system  of  many  prices  for  each  product.  Each  sup- 
plier quoted  a  different  delivered  price  to  every  point  or,  in  some  instances, 
refused  to  quote  a  delivery  price,  claiming  it  illegal.  Consequently,  steel 
purchasers  were  forced  to  figure  freight  rates  for  themselves.  Small  firms 
could  not  afford  the  time  or  expense  involved  in  calculating  delivered  prices. 

It  must  be  remembered  that  the  steel  industry's  shift  to  f.o.b. 
mill  pricing  cane  at  a  tine  when  demand  for  steel  was  in  excess  of  supply. 
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Conscquontly,  stoel  fabricators  \rcrc  forced  to  buy  stool  vfhcn  and  where  thoy 
could  get  it.  Had  a  buyers'  market  existed,  it  is  doubtr.il  if  steol  fabrica- 
tors would  havo  been  burdened  v;ith  calculatinc  frcij^ht  rates.  The  stoel 
producers  would  have  probably  been  t^^-^   "t-o  oblige. 

A  second  reason  for  steel  fabricators'  corfunion  w.s  a  price  rise 
for  most  stool  products.  This  price  increase  was  made  concurrently  with  the 
shift  to  f.o.b.  mill  pricing.  Consccuently,  many  fabricators  blamed  the  new 
f.o.b.  mill  pricing  system  for  the  increase. 

Third,  an  additional  incroasc  in  steel  prices  was  involved  ir  the 
method  adopted  by  the  steel  mills  for  the  change  of  their  pricing  technique. 
This  increase  was  brought  about  by  quoting  an  f.o.b.  factory  price  equal  to 
the  previous  base  price,  instead  of  quoting  a  price  equal  to  their  previous 
average  mill-not  price.  That  is,  if  the  base  price  at  Sparrows  Point  was 
!:^65.00  per  ton  for  16  gauge  sheets,  the  f.o.b.  mill  price  under  the  new  system 
was  quoted  at  '^,65. 00  per  ton.  Actually  the  f.c.b.  mill  price  would  have  been 
an  average  of  mill-net  prices  received  under  the  basing-point  system,  if  no 
price  rise  v/ere  to  occur. 

For  example,  suppose  a  mill  at  Buffalo  sold  50;^^  of  its  plates  in 

Biiffalo  and  50%   in  New  York  City.   If  the  base  prices  at  Buffalo  and  at  Spar- 

rovjs  Point  vrcrc  '565.00  per  ton  wo  wovild  calculate: 

Delivered  price  in  Tuffalo  =  <p65.00  (base  price)  f  C^O.OO  freight 
=  $65.00 

Delivered  price  in  N.Y.G.  =  5J65.00  (base  price)  4-  07.60  freight 
charge  from  Sparrows  Point  =  S72.60  1/ 

The  mill-not  price  at  the  Buffalo  mill  would  bo  calculated: 

K,Y.C.         Biiffalo 
Delivered  price  072.60         065.00 

Actual  freight  13.60  

^59.00         'i^65.00 


1/  Nearest  base  mill  to  Now  York  was  Sparrows  Feint. 
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V/ith  cqunl  quantities  sold  in  Buffalo  and  Hew  York  City  the 

avorago  mill-net  price  v;ould  bo  $59  f  '^.65,  or  ';62. 

2 

Vfithout  a  price  increase  and  with  custoiiicrs  being  supplied  as  be- 
fore, ",;62.00  would  have  been  Buffalo's  f.o.b.  mill  price.  In  cthor  words, 
all  the  mill-not  receipts  should  have  b<jcn  add^d  together  and  this  3\m 
divided  by  total  tons  sold  to  arrive  at  the  correct  f,o.b.  mill  price. 

A  fourth  complaint  against  f.o.b.  r.ill  pricing  by  steel  fabricators 
was  that  they  could  not  secure  delivery  from  near-by  mills.   It  is  obvious 
that  under  an  f.o.b.  mill  pricing  system  mills  would  not  care  if  a  neighbor- 
ing or  distant  mill  bought  their  product.  They  would  receive  the  s.amc  mill- 
not  prxco  regardless  of  the  location  of  the  buyer.  Under  the  basing-point 
system  steel  producers  woull  be  more  likely  to  drop  those  distent  bu^^crs 
rather  than  absorb  freight  in  times  of  excess  demand.  1/ 

Fifth,  fabricators  conplained  that  a  shift  to  fcO.b.  mill  pricing 
would  cause  local  monopolies.  This  argument  against  f.o.b.  mill  pricing  is 
often  mentioned  in  public  discussion  of  the  basing-point  system.  Therefore, 
the  problem  will  be  examined  more  closely. 

Today  B^offalo  and  Sparrows  Point  charge  the  same  price  for  cold- 
rolled  strip,  ipSO.OO  per  ton,,  Spai-rows  Point  can  ship  by  rail  to  Boston  more 
cheaply  than  can  Buffalo,  that  is,  Boston  lies  inside  the  rail  "natural  market" 


1/  See  Senate  Report  /-U,  r.h.nnpo.^  in  Distribution  of  Steel,  1940-1947,  which 
showed  during  the  period  1940-1947-.   (1)  an  increase  in  steel  shxpncnt  to 
the  steel  companies'  own  fabricating  subsidiaries;  (2)  an  increase  m 
steel  shipments  to  the  steel  companies'  own  warehouses;  (3)  an  increase 
in  the  propertion  of  steel  sold  in  the  form  of  more  expensive  cold-rolled 
and  other  highly  finished  t^^pes  at  the  expense  of  the  less  costly  hot- 
rolled  tjrpcs5  and  (4)  a  drawing-in  of  steel  shipments  closer  to  the  centers 
of  steel  production.  This  was  at  a  time  when  the  basing-point  system  v/as 
operating. 
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of  Sparrows  Point.  The  frcieht  rate  by  rail  fron  Sp.-.rrows  Foint  to  Boston 
on  strip  is  56^  per  cvft,  or  $11.20  per  ton.  1/  From  Buffalo  to  Boston  the 
rate  is  57^  per  cwt,  or  ^liJll.y^O  per  ton.  If  Buffalo  mills  do  not  absorb 
freight, large  purchases  would  probably  be  made  from  Sparro\;3  Point,  rather 
than  Buffalo.  Mowcver,  if  Sparrows  Point  raided  its  price  more  than  one- 
quarter  of  1^0,  or  more  than  200  per  ton,  it  would  lose  tho  Boston  market 

to  the  Buffalo  mills. 

To  look  r.t  this  in  a  different  way,  e:caiaine  Diagram  VII.  Two  fac- 
tories, X  and  Y,  produce  cold-rolled  sheets  200  miles  apart.  The  consumers 
are  spaced  evenly  along  the  200-mile  market.   It  is  discovered  that  if  Y 
raised  its  price  10^,  he  would  lose  the  entire  market;  if  ho  raised  it  5%, 
he  would  lose  b5%   of  the  market;  while  a  2%   increase  in  price  woiad  cost 
30^  of  the  market. 

The  fear  of  local  "price  monopolies"  being  created  if  an  f.o.b, 
mill  pricing  system  is  adopted  is  therefore  not  valid.  However,  some  con- 
sumers of  steol  complain  of  another  type  of  monopoly,  which  shall  bo  called 
a  local  "non-price  monopoly."  Consumers  claim  that  they  are  forced  to  depend 
on  the  local  firm  for  steel  supplies  and  therefore  the  local  firm  holds  the 
"bi£  stick."  This  argioment  my  in  some  instances  have  a  great  measure  of 

validity. 

Suppose  an  industry-  produces  a  product  in  which  steel  costs  are 
the  major  item  and  that  the  product  is  sold  in  a  very  competitive  market, 
so  that  a  slight  increase  in  the  price  by  one  TTkanufacturcr  would  cause  a 
very  great  decrease  in  sales  of  the  product.  This  decrease  is  absorbed  in 
larger  sales  by  others  in  the  industry.  The  industry  works  on  a  larger 


1/  Sec  Appendix  G  for  Lncroased  freight  rates  authorized  by  the  Interstate 
Commerce  Commission,  effective  September  1,  19/^9. 
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volume  of  salor,  with  only  a  smll  profit  per  sale.   In  such  a  case  a  nodor- 
atc  or  even  slight  increase  in  the  cost  of  steel  could  ruin  a  fira.  A  firm 
located  in  Pittsburgh,  for  example,  would  bo  able  to  la-Jcc  a  profit  if  it 
purchased  its  steel  fron  Pittsburgh,  but  if  forced  to  buy  from  Chicago  it 
could  not  pay  the  price  differential  and  continue  to  make  a  profit.  In  such 
a  case,  the  Pittsburgh  fabricator  would  be  forced  to  buy  from  Pittsburgh 
steel  mills.   If  the  local  steel  will  wished  to  force  this  mn.nuiacturcr  out 
of  business,  for  any  reason,  it  could  do  so  by  refusing  to  fill  his  orders. 
While  this  may  be  an  exceptionally  rare  case  now,  in  tines  of  severe  competi- 
tion it  could  occiir.  1/ 
Baltinorc's  Natural  Market 

Earlier  in  our  discussion  the  naturrl  mrkot  territory  was  defined 
as  the  area  in  which  each  mill  sells  on  a  delivered  price  calculated  on  the 
basis  of  its  own  base  price,  plus  the  actual  freight  to  the  point  of  delivery . 
Under  a  system  of  f.o.b.  mill  pricing  each  mill  voxild   be  limited  to  its 
natural  market,  assuming  pui-chascrs  of  the  product  consider  only  price  in 
choosing  their  suppliers.  Therefore,  the  firm  that  offered  the  lowest  f.o.b. 
price  plus  transportation  charges  would  obtain  the  sale. 

Vmat  then  is  the  natural  market  of  >Laryland  steel  producers?  Would 
these  firms  be  favorably  or  unfavorably  affected  by  a  compulsory  f.o.b.  mill 

pricing? 

Before  these  questions  can  be  answered,  it  would  be  wise  to  csar.ine 
the  State's  iron  and  steel  capacity.  Maryland's  four  steel  producing  firms 
had  a  capacity  in  19^8  to  produce  6,2^1,600  tons  of  finished  steel  products 
per  year,  ^, 74-6, 000  tons  of  ingots  and  steel  for  casting,  and  3,252,000  tons 


1/  There  is  no  reason  to  expect  any  steel  producer  to  force  any  fabricator 
out  of  business.  The  example,  which  is  hypothetical,  is  used  or_Ly  for 
purposes  of  argument. 
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of  pin  iron,  Thich  comprise  5.7^   5.0^,   and  )u9%  rospcctivoly  of  the  total 
united  States  capacity.i^     The  State  r.onks  fifth  in  rtv,  steel  and  hot-rolled 
steel  capacity  and  seventh  in  bl..st  furnace  capacity.^     In  the  yc-^xs  1936 
to  19U8  Maryland. s  capacity  increased  Ul-l^.,   and  is  still  increasinc,  as  is 
evident  by  an  announcement  ty  the  Bethlehem  Steel  Conp.any,   in  January  of  this 
year,   that  a  $280,000,000  modernization  and  oxpar.sion  project  h.as  been  under- 

taken,— 

By  far  the  lai'gest  producer  of  iron  .ind  steel  in  Maiyland  is  the 

Sparrows  Point  plant  of  the  Bethlehen  Steel  Company.  This  plant,  the  second 

largest  steel  mill  in  the  .rorld,  produces  \00%   of  Maryland's  pig  iron,  while 

its  ingots  and  steel  for  casting  capacity  is  over  91%  of  Maryland's  total 

capacity.     For  a  list  of  capacity  figures   for  liaryland.   Sparrows  Point,    -and 

the  United  States  sec  Table  13o 

Since  steel  is  such  -on  ir.portont  clement  in  Maryland's  economic 
life,    its  continued  prosperity  and  grorrth  is  vit.-iL  to  the  State's  well-beijig. 
A  change  in  the  pricing  of  steel  could  conceivably  cause  a  major  change  in 
the  industry.     Assume,    then,    tho.t  prices  f.o.b.  mill  .are  made  conpuisory  in 
the  steel  industry,     vmat  would  be  the  result?     T/oxad  Llar-yland's  steel  Indus- 

try  prosper  or  suffer? 

In  order  to  simplify  the  study  of  this  important  industry  a  few 
basic  assumptions  mil  have  to  be  made.     In  some   cases,  these  assumptions 
v^ll  be  dropped  later  in  the  discussion.     Many  unexpected  chor.ges  could  take 
place  in  a  society  as  dynamic  as  ours  that  would  negate  our  discussion.     A 


1/  Capacity  figures  were  talcen  f  r^m  the  I.^n  .^.d  Steel  Yforks  Directcr:.  of 

-  the  United  States   n:-id  Cconada,   ?.9.''X-.- 

2/  Iron  Ago,  March  3,  19U9. 

3/  The  Brltim.ore  Ever.ing  Svm,   Janu.ary  19,   19U9o 
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major  ch.-ngc  in  technology,  a  groat  \tar,   unforeseen  govcrnront  actlcn,  or  c 
score  nf   other  major  changes  could  invalidate  cur  rcsultn.  Hcjcvcr,  ass'xning 
no  major  changes  in  our  economic  or  social  system,  we  can  dra\F  ccrtr^in  con- 
clusions as  to  the  probable  effect  of  a  shift  to  uniform  f ,o.b.  r.111  pricing 
on  the  Maryland  steel  industry  in  the  short-nan  and  long-r\in  periods. 

Our  discussion  will  comi.:ence  with  a  study  of  hot-rolled  sheets 
and  strip.  This  stool  product  is  chosen  because  a  groat  deal  more  infcma- 
tion  is  readily  available  on  it  than  on  other  steel  products. 

In  July,  19/^7  hot-rolled  sheets  were  sold  on  a  multiple  basing- 
point  system,  with  11  published  bases.  According  to  the  July  10,  19^7  issue 

of  Iron  mo   these  bases  vjores 

(1)  Pittsburgh         (7)  Youngstown 

(2)  Chicago  (8)  Sparrows  Point 

(3)  Gary  (9)  Granite  City 

iU)   Cleveland         (10)  Middletovm,  Ohio 

(5)  Birmingham        (11)  San  Francisco,  Los  .'jngelcs, 

(6)  Buffalo  and  Seattle 

If  prices  arc  assumed  to  remain  as  of  July,  194-9-^ at  these  11 
points  and,  furthermore,  that  rail  freight  rates  and  ship  freight  rates  re- 
main as  of  August  1,  1949,  we  can  deteri.iine  the  natural  market  of  Sparrows 
Point.  2/  The  prices  at  the  11  points  vfcre  as  follows: 

Pittsburgh  $65.00  per  net  ton 

Chicago  65.00 

Gary  65.00 

Cleveland  65.00 

Birmingham  65.00 

B-offalo  65.00 

Young  s t  own  6  5 . 00 

Sparrows  Point  65.00 

Granite  City  72.50  3/ 

Middle to^m,  Ohio  65.00  3/ 
San  Francisco,  Los 
Angeles,  and  Seattle    79.00  4/ 


1/  Iron  A^e.  July  15,  1949 

2/  See  Appendix  C. 

3/  Assumed  from  other  price  data. 

4/  Seattle  assvunedj  all  three  arc  delivered  points. 
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In  Mip  I  wc  see  the  natural  market  of  Gparrcr.rs  Point,     One  shading 
indicatoa  the  area  in  v/aich  the  Sparrcis  Point  plrJit  cr^.  ur.dor^cll  cr  oqunl 
the  delivered  pi-iccs  of   all  cx-bacinc-point  coinpctitors„     The  other  shading 
is  that  area  in  which  Sparrows  Point  has  a  natural  rail-water  rarketo 

For  example,  let  xrs  cite  a  fev/  cases  of  delivered  prices: 

Delivered  prices  of  hot-rolled  sheets  to: 

fl^   arcensboro.  North  Carolina: 

^j.;   an,uu>.  u     ,  Actual  Rail       Delivered 

From:  F.O.BJ.'ill  rricc     Freight  Cost         P-ice 

Pittsburgh,   Pa.  %  65oOO  $t  16.10  0  8l.uO 

Liiddletovm,   Ohio  goOO  lUOO  79.00 

Birmingh3.n,   Ala.  o^cOO  13o00  7o.00 

Sparrows  Point,  l.:d,  6i;„00  12o20  77o20 

(2)  Boston,  Massachusetts 

arff  rio,  Now  York    '  gcOO  lloUO  66»U0 

Sparrows  Point,  M,  65.00  11.20  6o,20 


(3)  Hew  York  City 


Buffalo,  New  York                      gcOO  13.60               78.60 

SpaJ-rcws  Point,  Mdo                  65.00  7.60               72, bO 

(U)  Galveston,   Texas  Freight  by  Rail  or 

^    '                               ■  Rail  iater  Cost 

Birrrinsha.,  Ala.      '                   g^OO  ToT^^           85.g 

Sparrows  Point,  Md.                 6$,00  16.20-/            6-.20 

(5)   S.an  Francisco                               .  FrS^lfe'^titg 

Sparrows  Point,  Mdo       65.00  l5ohO-     BO.UO 

Granite  City,  Ill»        72,50  26,20      98.70 

The  Yfcst  Coast  cities  were  not  used  as  bases  for  they  are  "delivered 

bases"  rather  th.^  production  points.     Except  for  a  fcvr  snail  CaLiforraa  mills, 

little  steel  is  produced  there, 

YJhat  are  the  implications  of  this  naturnl  market?     Is  the  Sparrows 
Point  plant,  as  ircll  as  other  Maryland  producers,    in  a  favorable  position? 


1/     Shipping  rate  3l(i  per  c^-rt  for  !iO,000  lbs.   or  owr. 
2/     Via  ship,   77?S  per  c^rt,   36,000  lbs.  m.c.l. 
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That  is,  will  rhc  sain  or  lose  sales  by  bcinc  limited  to  the  3p.arrOT.'3  Point 
nntur,-il  market?     Table  ih  describes  the  natur.iL  rnorket  for  Sparrws  Point, 
a^suminc  prices  of  July,  1%?,    nnd  bases  of  1?U7<.     Col'ar.in  (1)  lista  the  es- 
timated consumption  by  the  motalvrorkinc  industrjr  for  each  state  vrtiolly  or 
partly  inside  the  natural  market  for  ho+^rolled  sheets.     The  consumption 
figures  xere  calculated  on  a  19^8  basis,   ard  in  some   instances  ^Yere  cstiiAated 
percentaces  of  a  state's  total  consumption.     If  the  figures  included  all  con- 
sumption they  7/ould  be  approximately  30?.  higher,  but  they  include  only  the 
consumption  by  metrlvrorking  industries.     The  total   consultation  for  the  United 
States  of  finished  steel  products  was  about  66  million  tons  in  19i;3.     The 
metalvorking  industry  consumed  about  k^  million  tonso 

Col-Jinn  (2)  gives  the  percentage  of  the  total  rail-vmtcr  natural 
market  consumption  for  each  district.     Pennsylvania  is  the  largest  consur.cr 
on  the  East  Coast,  7;hila  California  is  the  big  purohaser  on  the  West  Coasto 

Column  (3)   shovrs  the  rated  capacity  for  each  corseting  district, 
Colu^m  (U)   lists  the  percentage  of  the   total  market  capacity  each  district 
represents,.     Note  that  the  Sparrows  Point  capacity  is  over  60^  of  the  total, 
Colu:nns   (5)    and  (6)   shovr  the  excess  demand  or  supply  for  eachi  producing  area 
assuming  production  r.t  100^  capacity,     Mai-yland  d^   shov.-n  to  have  an  oicess 
supply  of  1|  million  tons.     Consequently  it  must  sell  the  larger  proportion 
of  its  production  outside  Har^rlanda 

Noty  if  the   assunption  is  nado  that  all  competitors  cf  Sparrows 
Point,  located  inside  the  natural  market,   produce  at  100^  capacity,   and  sell 
all  they  produce,   Sparrov.-s  Point  could  still  sell  over  100^  of  its  rated 
capacity,   as   shown  in  Tabic  liio     Ob'/iously,  using  these  assumptions,   Sparrws 
Point  will  be  very  favorably  affected,  as  far  as  hot-rolled  sheets   are  con- 
cerned, by  a  shift  to  foo.b,  mill  pricingo     It  could  sell  eXL  it  could  produce. 
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and  even  expand  existing  capacity  without  sufferina  from  unused  plant 

capacity. 

Some  very  limiting  assumptions  have  been  made.  First,  that  prices 
remain  as  of  July,  19^9.  Second,  the  rated  capacity  in  the  market  remains 
as  of  19/^8.  Third,  that  rail  rates  remain  similar  to  those  of  August,  19^9. 
Fourth,  consumption  for  the  natural  market  area  remins  the  same  as  in  19^8. 

Over  a  period  of  time  there  will  be  many  changes.  Steel  prices 
will  change.  Pittsburgh  and  Buffalo  might  lower  their  price  in  order  to 
extend  their  markets.  New  firms  might  be  erected  on  the  East  Coast,  and 
perhaps  on  the  "^cst  Coast.  Today,  there  is  talk  of  a  §200,000,000  integrated 
project  in  Few  England.  Other  established  firms  will  increase  their  capacity 
Rail  rates  may  be  changed  in  order  to  afford  Pittsburgh  and  other  large  pro- 
ducing districts  access  to  the  East  Coast  markets.  Lastly,  consumption  in 
the  various  districts  will  change,  at  times  increasing  and  during  slack 
periods  decreasing.  Nonetheless,  under  an  f .o.b.  mill  pricing  system  Mary- 
land' s  steel  manufacturers  will  be  favorably  located  on  sales  of  hot-rolled 

sheets. 

Maryland's  Steel  Industry  Under  a  Basing-Point  System 

Under  a  basing-point  system  what  would  sales  be  for  Maryland's  steel 
industry?  Unfortunately,  sufficient  information  was  not  obtainable  to  make 
our  discussion  more  realistic.  However,  some  past  results  may  be  used  to 
draw  tentative  conclusions. 

First,  assume  consumption  in  the  metalworkir^  Lndustry  in  various 
states  as  of  19^8.  Second,  assume  that  sales  under  a  continuing  basing- 
point  system  would  be  made  more  or  less  in  proportion  to  the  1938  distribu- 
tion. For  example,  in  1938  Baltimore  supplied  Massachusetts  with  ^.9^-  of 
Massachusetts  purchases.  Now,  if  proportional  distribution  is  ass'umed,  Balti- 
more would,  under  a  continuing  basing-point  system,  still  supply  Massachusette 
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with  k.'^'h   of  hor  purchases.  In  19^3  Macsachucetts  consumed  :'87,051  tons  of 
hot-rolled  sheets  and  strip.  Consequently  it  is  assumed  that  under  a  basing- 
point  syatom  Maryland  would  supply  this  state  with  KM   of  287,0^1,  or  U,066 
tons.  Now,  by  calculating  in  a  similar  fashion  for  each  state,  Baltimore's 
total  sales  to  the  mctalworking  industry  under  a  basing-point  system  may  be 
calculated.  It  should  be  remembered  th-.t  these  estimates  may  be  fairly 
close,  for  under  a  continuing  basing-point  system  steel  mills  would  tend  to 
retain  old  customers  except  during  peak  years  of  production  or  during  war 
periods.  There  would  of  course  bo  changes  in  distribution  in  a  growing 
economy  because  of  new  customers  entering  the  steel  market. 

Now  examine  Table  15.  Cclupin  (1)  contains  the  consumption  figures 
in  the  metalvorking  industry  for  various  states  in  1948.  Column  (2)  lists 
the  percentage  of  sales  to  each  state  by  Eastern  Pennsylvania  and  Delaware 
mills.  Column  (3)  is  the  actual  sales  made  b-;'  Eastern  Pennsylvania  and  Dela- 
ware firms  using  our  assumption.  This  was  calculated  by  multiplying  columns 

(1)  and  (2). 

Column  (4)  gives  the  percentage  of  sales  made  by  Baltimore  firms  to 
various  consuming  districts,  and  colwaa  (5)  shoi^s  the  sales  in  tons  (column 
(1)  times  column  (4).   Columr.s  (6)  and  (7)  are  the  percentage  and  actual 
sales  by  I'est  Coast  firms  under  our  ass^jmptions . 

Column  (8)  is  the  natural  market  sales  taken  from  Table  U.   Col'jmns 
(9)  and  (10)  show  the  change  in  sales  that  could  result  if  there  were  a  shift 
from  the  basing-point  system  to  a  system  of  uniform  f.o.b.  mill  pricing,  with 
all  previous  base  prices  t^coming  f.o.b.  mill  prices,  i.e.,  vrithout  increases 
of  Baltimore  prices  or  decreases  of  f.o,b.  prices  of  competing  mills. 

The  results  arc  amazing.  Under  a  basing-point  system  mills  in  the 
flpniu-.n.;,^  Toiiit  n.-^t.nv.^l  market  area  could  sell  906,973  tons  of  hot-rolled 
sheets  and  strip  to  the  mctalworlr-infr  indup+.iy,  whilr>  iridr^r  in  f.o.b.  Tnill  5V.^' 
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tern  ^iCies  T/ould  be  2,^^UP>^2h,     This  wovld  represent  a  l,)Ja,h'30-ton  cain  in 

saler. 

If  the  liiiiiting  assumptions  are  removed,   tlie  results  might  te  dif- 
ferent.    Nonetheless,   as  far  as  hot-rolled  sheets  are  concerned,  liaryiand 
stands  to  he   in  a  far  better  competitive  position  under  fcO.b.  rill  pricing 

in  the  steel  industry » 

The  reason  for  the  expected  big  gain  in  sales  by  East  Coast,   es- 
pecially liaryland,  firms  becornes  obvious  as  vre  study  Table  l5   in  detail.     The 
East  Coast  firms  absorbed  verj^  little  freight.     That  is,   on  hoWolled  sheets 
only  about  2r.  of  the  sales  Y;ere  nado  outside  the  Sparrov.'s  Point  natural  market. 
On  the  other  hand  Chicago,    Cleveland,  Youngsto-m,  Pittsburgh,  Buffalo,    and 
others  were  selling  in  the  Sparrows  Point  natural  marlcet  by  absorbing  freight. 
If  these  outsiders  were  forced  to  vri thdrar.7  from  the  Sparrov;s  Point  market,   as 
they  would  be  under  a  uniform  mill  pricing  system^  vdthout  lowering  their  f.o,bc 
prices,  the  East  Coast  firms  would  gain  considerably. 

Interesting  in  -U-.is  coiuiection  is  the  fact  that     due  to  heavj-  con- 
centration of  sales  in  ttie  natural  market  area     Sparrows  Point  probably  would 
realize  an   average  i.dll-net  price  of   about   if.S^.OO  under  the  basing-point  sj-s- 
tem,   assuming  the  base  price  to  be   :;65»00.     At  the  very  most,   the  average  net 
return  would  not   be  less  than  ^:6h^QS  per  ton  on  hot-rolled  sheets,    and  it 
might  be  higher  owing  to   collection  of  phantom  freight  in  Texas  sales  en 
water  transportation.     Therefore,  probably  the  net  rill  price  averaged  be- 
tween  "Ah. 9^  snd  ,,.65.05. 

Pittsburgh,   Cleveland,    and  others  probably  realized  an   average 
mill-net  much  lo-rcr  than  th.eir  base  price,    and  consequently  night  be  more 
vailing  to  lower  their  f.o.t.  mill  price     far  bolow  their  previous  base  price, 
if  the  feo.b.  mill  system  is  per:nanently  adopted  and  a  buyers'   market  develops. 


62 


Such  price  roductior.n  by  conpcting  nills  would  of  course  modify  the  con- 
clurAon  reached  upon  the  assumption  of  constant  prices. 

Some  Other  Steel  Item." 

Thuc  f-ir  v;c  have  discussed  only  hot-rolled  sheets  nnd  strip.     V/hat 
about  some  of  Maryland's  other  steel  products?     Unfortunately  not  as  oach  ir.- 
forMotion  is  availrible  on  the  other  products  as  for  net-rolled  sheets,   but 

sciTB    cstinates  can  be  r.adco 

Under  the  basing-point  system  cold-rolled  sheets   and  strip  vrcrc 
sold  on  roughly  the   s,me  system  as  hot-rolled  sheets  ond  strip,     Tncrc  vras, 
hcvever,   no  base  at  Birmingham,   Alaba:.a,  because  the  mill  located  there  did 
not  produce  this  product.     Consequently,   the  SparroY.s  Point  rail-natur.-i 
narkot  vrould  include  uore  of  the  South,   i.e.,   South  Carolina,  Georgia,    nnd 
Florida„     Estimates  will  be  nado,   however,   from  the  natural  market  as  drav^i 
in  Map  I,   for  the  addition  ox  Georgia,  Florida,   and  South  Carolina    would 
maJte  little   difference  as   they  are  small  consumers  of  cold-rolled  sheets 
and  strip.     In  such  a  case,  using  the  hot-rolled  sheets  and  strip  natural 
market,  we  find  consumption  by  the  met.alworking  industry  in  these  areas 
totaled  1,73U,268  tons,  while  rated  capacity  of  all  producers  in  the  area 
was  only  800,730,   or     about  one  half   the  dcm-and.     This  moans  one  of   t-.70 
things,  the  East  o^d  Went  Coast  firms  would  either  raise  their  price  sliAtly, 
thus  losing  some  of  the  market,   or  expand  their  production  of  cold  sheets 
and  strip  by  shifting  resources  inside  the  plrjit  and  by  e:q?anding  the  plant 

itself 9 

Calculating  from  the  Sparrows  Point  naturrl  market  of  hot-rolled 

sheets,  ire  find  the  demand  in  19UC  for  tin  and  tcrnc  plate  and  black  plate 

was  1,750,037  tons,  r.-hile  capacity  was  1,022,000^     Sparrows  Point,   being  in 

this   case     the  only  producer  inside  its  hot-rolled  sheet  natural  market. 
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would  probably  expand  capacity  for  this  product. 

Rated  capacity  for  stocl  plates  in  the  natur-oL  market,  as  described 
by  Map  I,  v/as  2,67)4,^00  tons  per  onnurn  in  19h8.     Gonsiimption,  hoTcvcr,   in  the 
seme  area  was  1,627,892  tons  in  19UC.     Actually  the  natural  market  would  be  a 
little  larcor  under  the  assumptions  of  prices  as  of  July,  19li9,   for  Buffalo 
is  not   a  large  producer  of  plates.     Consequently  Sparrwfs  Point  or  other  East 
Coast  firms  vfould  capture  come  of  Nev;  York  State's  consumption.     Thus,   on  a 
1QU6  basis,    s-^les  would  probably  amount  to  1,800,030,  which  is  only  about  61% 
of  capacity.     This   figure  represents  only  consurption  by  the  metalworhinc  in- 
dustry.    Probably  totoL   sales  in  the  area  would  be  about  2,500,000  tons,   or 

about  100;2  capacity. 

^That  has  been  said  thus  f.ar  for  the  products  of  harylriid  steel  manu- 
facturers would  be  much  the  s-ane  for  other  products  of   steel.     In  some   cases 
the  dcmind  (at  given  prices)  would  not  be  in  excess  of  capacity,  b^jt  in  most 
cases  demand  would  bo  a  great  deal  higher  than  demand  under  a  basing-point 
systcmo     MarylcM  and  other  East  Coast  plants  should  gain  at  the  expense  of 
Midwestern  mills. 
Expansion,   Relocation,    md  Establishment  of  East  Coast  Mills 

It  may  be  safe  to  expect  that  a  large  expansion  of  the   steel  indus- 
try in  one  fom  or  another  will  tdce  place  on  the  East  Coast.     Since  there  is 
a  demand  for  nearly  10,000,000  tons  of  finished  steel  products  in  the  East 
Coast  market   (our  "rail  natural  market")  by  the  metalworking  industry  alone, 
we  cm  estimate  total   demojid  to  be  about  1^,000,000  tons  per  annum  using  19hQ 
figures.     Wow  it  took  about  86,000,000  tons  of  ingots  to  produce  66,000,000 
tons   of  finished  products  in  19l|3,    so  it  nay  bo  cstixiatcd  that  it  would  trice 
about  20,000,000  tens  of  ingots  to  produce  15,000,000  tons  of  finisiied  steel 
products.     The  East  Coast  has  an  ingot  capacity  of   about  11,000,000  tons,   so 
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there  is  room  for  a  L-.rge  expansion  in  capacity  here,  nearly  lOC/^.  1/ 

Ho'jevor,  this  expansion  may  not  te  noccssarj^  for  ingots  as  will 

be  pointed  out  bclov;. 

Expansion  on  the  East  Coast  will  probably  take  pl.-^.co  in  threa  forms: 

(a)  Expansion  by  already  established  East  Coast  mills, 

(b)  Establishment  of  new  mills. 

(c)  Relocation  of  finishing  mills  by  mills  outside  the 
coastal  area. 

It  would  not  be  surprising  to  see  the  East  Coast  steel  industry 
expand  by  as  much  as  75%  in  one  way  or  another  within  the  next  few  decades. 
One  may  venture  a  guess  that  Maryland  will  expand  its  present  steel  industry 
by  a  good  50^.  in  the  next  decade.   In  the  last  decade,  during  a  few  years  of 
depression  and  years  of  shortages  caused  by  the  war,  the  Maryland  steel 
industry  expanded  by  more  than  4-05,  so  a  505b  expansion  in  the  next  10  years 
is  not  Impossible,  especially  since  it  would  be  extremely  favored  ty  an 
f.o.b.  mill  pricing  system. 

It  might  well  happen  that  the  Sparrows  Point  mill  will  be  the  larg- 
est mill  in  the  world  before  I960,  if  f.o.b.  mMl  pricing  is  established 
throughout  the  steel  industry.  However,  it  is  doubtful  if  Maryland  v?ill 
represent  as  large  a  proportion  cf  the  East  Coast  production  as  it  does 
today.  Probably  expansion  will  go  on  at  a  faster  rate  in  other  sections  of 
the  East  Coast.  However,  since  the  steel  industry  represents  a  Larger  pro- 
portion of  eraplojnnont  in  Maryland  than  elsewhere  on  the  East  Coast,  the  State 
will  be  most  vitally  affected  by  a  shift  to  f.o.b.  mill  pricing.  On  the  basis 
of  the  possible  expansion  estimates,  10,000  new  jobs  might  vtcII  be  created  in 


1/  The  ingot  capacity  figures  v^ere  taken  from  a  map  prepared  by  the  Depart- 
ment of  Commerce,  Office  of  Domestic  Commerce,  "Steel  Producing  Plants 
as  of  January  1,  194-7."  The  194.8  figures  would  be  slightly  higher.  Total 
consumption  v;as  taken  from  "Steel  Consumption  in  194-S,"  oo.  cit. 
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the  steel  industry,  and  another  10,000  due  to  indirect  effects  of  tho  oi-igl- 

nol  10,000.  iJ 

It  is  to  be  noted  that  this  increase  in  emplcj-aent  and  capacity 
is  predicated  on  a  change  to  f.o.b.  mill  pricing.  Other  fr.ctors  may  cr-use 
a  much  greater  expansion,  such  as  devulcpment  of  ore  deposits  in  South  America, 
Labrador,  and  Scandinavia,  or  new  technolccial  improvements  Daking  limestone 
and  coal  costs  a  smaller  percentage  of  the  total  costs. 


1/  See  Neal;,  cp.o  cit.   It  is  assumed  in  this  report  that  for  every  job 

created  in  manufacturing,  one  will  be  created  in  some  ^eritaiy  industry. 
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CHA.PTER  VI 
FADRICATSD  IffiTAL  PRODUCTS 

The  second  l.-.rgcst  group  of  m;?.r.ufr.cturers  reporting  thr.t  they  would 
bo  affected  by  r.   shift  to  f  .o.b.  mill  pricing  was  the  fcxhricated  retr.l  pro- 
ducts industry.  Nine  of  the  13  firHiS  an^-v/orin^  the  quostioimairo  noted  th-.t 
they  would  bo  adversely  affected  by  a  cor.pulsory  shift  to  f  .o.b.  mill  pricir.3. 
The  estimr.tcd  loss  of  jobs  -./as  195.  Only  one  of  the  18  reporting  manufac- 
turers sells  on  a  basing-point  system,  but  the  others  buy  raw  mterial-,  from 
industries  craploying  basing-point  systems.  In  nine  cases  the  raw  icaterial 
costs  v;erc  e;:pectcd  to  increase  to  some  extent  as  a  result  of  a  shift  to 
uniform  f.o.b.  mill  pricing. 

The  questionnaire  returns  from  this  industry  reported  that  about  a 
10/0  incre-sc  in  stool  prices  had  talcen  place  since  the  adoption  of  f.o.b. 
mill  pricing  by  the  steel  industry.  The  reasons  for  this  increase  arc  ex- 
plained by  the  following; 

(1)  Increased  prices  of  steel  in  the  United  States  as  a  v/hole, 
due  to  an  increase  in  published  base  prices  and  to  the 
concurrent  price  increase  mentioned  in  Chapter  V. 

(2)  The  purchase  of  steel  from  mills  more  distant  from  the  fabri- 
cator than  the  nearest  ex-base  supplier.  Since  the  more 
distant  mills  did  not  absorb  freight,  the  p^orchasers  hr.d  to 
pay  the  extra  freight  charge  previously  absorbed. 

(3)  The  increase  in  transportation  rates. 

The  first  and  third  reasons,  of  course,  were  due  to  an  economic 
situation  where  demand  exceeded  supply  in  the  Nation  as  a  whole.  Conscquentl; 
steel  prices  increased,  and  most  likely  would  have  increased  regardless  of 
the  pricing  svstcm  adopted. 

The  second  reason  is  of  particular  interest,  because  this  increase 
in  cost  was  directly  due  to  a  chrjigc  to  the  f.o.b.  mill  pricing  system.  Thii^ 
explanation  may  be  broken  into  tv;o  parts: 
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(1)  Fr.bricntors  cculd  net  obtain  a  certain  prod'ict  from  tho 
lo-.nl  nills  bocauso  the  local  Tniilo,  although  producing 
this  item,  wore  in  short  supply. 

(2)  The  fabricator  could  not  obtain  a  certain  item  from  tho 
local  mill  because  tho  r.pecifications  desired  '.furo  not 
available  locally. 

Examininc  the  first  of  theae  reasons  in  more  detail,  we  inust  rcnPm- 
bcr  that  some  of  the  short  supply  in  steel  \.'a3  du-  to  steel  mills  still  selling 
outside  their  natural  market.   If  f.o.b.  mill  pricing  had  been  compulsory, 
stool  mills  probably  would  have  dropped  the  distant  fabricators  in  order  to 
gain  the  local  fobricators.   In  such  a  case  a  great  deal  of  "sv;apping"  of 
customers  would  have  taken  place  much  more  quickly. 

Even  if  swapping  on  a  largo  scale  had  taken  place,  the  East  Coast 
mills  wc^xLd  have  boon  unal-lc  to  supply  their  nature!  market  customers  as  their 
capacity  vras  not  largo  enough  to  meet  local  demands.  Consequently,  sone  local 
fabricators  v;oro  forced  to  buy  from  the  more  distant  suppliers.  However, 
as  the  backlog  of  orders  is  net  and  as  demand  becomes  more  normal,  most  cf  the 
fabricators  -.'ill  bo  able  to  purchase  from  local  producers.  In  the  interim  a 
hardship  might  bo  faced  by  those  fabricators  forced  to  buy  from  the  distant 

suppliers. 

Even  in  the  long  run  it  is  ccnccivable  that  some  firms  will  not  be 
able  to  purchase  from  the  local  mills  because  they  are  considered  "unfriendJy" 
by  the  local  mills.  Hjwever,  such  cases  will  be  the  exception  rather  than 
the  general  rule,  and  in  most  cases  local  warehouses  v;ill  be  able  to  supply 
these  fabricators  as  competition  increases. 

A  second  explanation  of  why  fabricators  cannot  obtain  supplies  from 
the  local  firm  is  that  the  local  suppliers  do  not  produce  the  desired  specifi- 
cations. For  example,  Sparrows  Point  was  a  base  for  sheets  but  it  does  not 
produce  all  gauges  and  sizes  consumed  in  this  area.  Consequently,  fabricators 
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munt  huy  fmi,  the  r.oru  distant  firms  .".nd  pay  extra  froipht. 

If  the  ].ocal  mills  will  not  prcducc  the  desired  cpocifications  ".nd 
locr.l  warchoucos  are  unable  to  supply  the  fabricators,  local  buyers  will  bo  at 
a  disadv-jitage.  A  fabricr.tor  so  af  fee  bed  must  absorb  the  increase  in  cc?.t 
nocGSsitatod  by  buying  from  a  distant  mill,  or  transfer  his  firm.   In  nany 
cases  the  other  cconoralos  of  location  may  raake  it  unprofitable  to  relocate. 
If  the  incroased  costs  are  passed  en  in  p^'^rt  to  the  consumer,  the  problem 
will  not  have  an  inportant  effect  en  tho  Maryland  economy.  According  t<-  the 
questionnaire  returns,  most  materials  for  v;hich  Sparrows  Point  was  a  base  can 
be  purchased  in  the  desired  specification. 
Firms  Relocatinp  in  Maryland  or  Mivinp  Away  from  Maryland 

One  manufacuiror  elaircd  that  fabricators  would  relocate  near  sources 
of  supply  if  the  shift  to  f .o.b.  mill  pricing  remains  intact  for  the  steel 
industry.  In  other  words,  a  m.ovenent  of  fabricators  into  Baltimore  or  Sparrows 
Feint  nay  be  expected.  However,  if  such  a  migration  takes  place  it  will  be 
duo  to  the  increase  in  freight  rates  or  other  costs  rather  than  the  change 
to  f.o.b.  mill  pricing. 

The  selection  of  a  site  for  a  mill  dependc  on  many  factors,  includ- 
ing (1)  nearness  to  sources  of  miiterials;  (2)  nearness  to  the  consumr^g  market; 
and  (3)  availability  of  labor,  land,  etc. 

The  fabricator  today  may  be  chiefly  interested  in  the  first  two  rea- 
sons, but  he  will  attempt  to  minimize  total  costs.  Transportation  rates  have 
increased  considerably  over  the  last  few  years,  so  this  cost  element  is  now 
a  more  important  factor  in  detcrriining  a  plant  location. 

It  should  bo  pointed  out  that  rail  rates  on  the  finished  or  fabri- 
c^toA   products  are  usually  higher  than  on  the  raw  materials.  Therefore,  i^ 
would  be  more  economical  to  locate  in  the  co.rtor  of  the  consiuning  market  than 
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r'j   tlic  source  of  the  raw  materials,  p.11  other  costs  being  eq-oal  et  all  sites. 
For  example,  a  firm  producing  steel  containers  chiefly  for  the  Philr.dolphia 
market  would  find  it  more  economical  to  locate  in  that  area  rather  than  near 
a  source  of  steel.  Total  transportation  expenses  could  be  niniroJ-zed  in  this 
way,  since  it  is  cheaper  to  ship  steel  than  the  fabricated  end  product  fassun- 
ing  afain  that  all  other  costs,  i.e.  labor,  rent,  are  equal  in  both  instances), 
There  seems  to  be  no  reason  why  firms  sho'xLd  relocate,  en  masse,  nearer  steel 
mills,  ii  there  is  a  shift  to  f,o  b.  mill  pricing.  Rather  they  will  shift 
their  sources  of  supply  from  the  distant  to  the  nearer  steel  suppliers.   If 
there  is  any  relocation  it  will  be  chiefly  by  those  in  the  steel  industry 
or  by  other  basing-point  suppliers. 

One  questionnaire  observed  that  a  shift  to  f.o.b.  mill  pricing 
would  cause  a  centralization  of  industry.  This  is  ver/  unlikely,  '.'hat  is 
much  mere  likely  is  a  decentralization  hy   steel  producers.  The  increase 
in  transportation  rates  and  the  discontinuance  of  fabrication-in-transit 
could,  however,  cause  a  swing  to  more  centralization  of  industry.  Consequent- 
ly, if  freight  rates  remain  at  their  present  increased  level,  f.o,b.  mill 
pricing  is  apt  to  dampen  the  centralization  due  tc  this  higher  transportation 
cost. 

Three  firms  who  sell  in  a  widely  separated  market  claim  the  best 
place  to  locate  would  be  near  the  source  of  steel  supply.   If  all  other 
factors  are  equal,  it  would  be  m.ore  economical  to  locate  at  a  steei  mill; 
but,  it  would  be  more  economical  regardless  of  the  system  of  pricing  used  by 
steel.  Consequently,  a  shift  to  f,o.b.  mill  pricing  will  not  affect  this 
movement . 
Suiniuary 

Although  nine  firms  feared  an  adverse  effect,  it  is  safe  to  say 
that  a  shift  to  f.o.b.  m.ill  pricing  v>rill  rot  affect  most  fabricators  in 
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Maryland,  l/^hile  cteel  costs  have  increased,  this  is  mainly  due  to  a  general 
increase  in  steel  prices  or  a  temporary  shortage  of  supply.  Naturally  many 
fabricators  vrlll  have  to  change  their  sources  of  supply.  In  so-j£  instances 
they  vill  be  able  to  obtain  steel  more  cheaply  by  relying  on  truck  or  other 
cheaper  me-ins  of  transportation.   It  is  highly  unlikely  that  there  vill  be 
a  major  shift  of  firms  in  the  fabricated  metal  products  industr/  due  to 
f.o.b.  mill  pricing.  A  few  firms  will  be  hurt  because  they  are  vjTable  to 
obtain  local  products,  but  this  should  be  slight.  Consequently,  we  can 
estimate  no  great  change  in  employment  in  this  industry  due  to  a  shift  to 
f.o.b.  mill  pricing. 


71 


Ci-I/iPTER  VII 
THE  OTHER  AFFECTED  Ii^DUSTRIES 

Lur.-ibor  and  Wood  Prcdacts 

The  lumber  and  wood  products  industry  in  Maryland  should  not  be 
noticeably  affected  if  f  .o.b.  mill  pricing  is  established  throughout  the  industry. 
In  some  sections  of  the  country  this  industry  may  v;cll  be  affected  for  a  great 
deal  of  lumber  is  sold  on  a  taasing-point  system.  However,  Maryland  is  such 
a  small  producer  that  most  of  its  production  can  be  sold  v/ithin  a  short  radius 
of  the  mills. 

In  this  major  industry  group,  eight  questionnaires  were  received  from 
firms  with  a  total  eraplojinert  of  ^24.  '/^lile  the  returns  represent  only  15% 
of  the  industry's  tottil  employment,  those  firms  reporting  expected  no  sub- 
stantial increase  or  decrease  in  sales  even  if  f.o.b.  mill  pricing  were  adopted, 
although  sales  are  currently  on  a  basing-point  system. 

According  to  the  1947  Census  of  Manufactures,  the  states  south  of 
Maryland  (Virginia,  "./est  Virginia,  North  Carolina,  South  Carolina,  Georgia, 
and  Florida)  produce  about  975^  of  the  industry' s  total  output  in  the  South 
Atlantic  area,  while  Maryland  produces  only  about  3%.     Consequently,  Maryland 
is  in  a  position  to  serve  the  neighboring  northern  importers  of  lumber  products. 
As  lumber  production  is  limited  by  natural  resources,  there  may  be  very  little 
expansion  in  Maryland,  but  a  decline  in  the  industry  should  not  be  expected 
as  a  result  of  compulsory.''  f.o.b.  mill  pricing. 
Paper  and  Allied  Products 

The  replies  to  the  questionnaires  from  firms  in  this  industiy  indi- 
cated only  a  slight  estimated  drop  in  sales  if  f.o.b.  mill  pricing  became  com- 
pulsoiy,  though  most  paper  is  sold  on  a  zone-pricing  system.  One  large  firm 
said  that  any  loss  in  sales  in  the  Midwest,  duo  to  a  shift  to  f.o.b.  mill 
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pricing,  would  be  largely  balanced  by  increases  in  tho  'Tashinjton,  D.  C,  aroa. 

ConsaTiption  and  production  figijres  were  not  availclle  for  the  paper 
industry,  but  some  conclusions  may  be  dra^n  frcn.  Olass  I  Rail  carrier  tornae© 
fig\iros.  Table  16  shov/s  the  origin  and  termination  of  tonnage  for  various 
paper  products  in  Maryland  and  neighboring  states  during  19^8.  These  figures 
include  most  of  the  tonnage  shipped  by  rail  in  19'^8.1/'  Export  ard  jraport 
figures  were  also  obtained,  but  in  thv:;  cases  used  they  were  negligible.  2/ 

It  would  appear  from  Table  16  that  Maryland's  imports  of  paper 
items  are  more  tho.n  her  e:-ports.  On  the  basis  of  rail  shipraenor,  Maryland 
appears  to  be  in  a  favorable  position  if  f.o.b.  mill  pricing  is  made  com- 
pulsory for  tho  paper  industiy.  2/ 


1/  Origin  and  termination  by  Glasjes  II  and  III  roads  amounted  to  only  4..  66^ 
of  all  freight  originatec'  by  all  "J.  3.  railv'ays.  See  U.  S,  Dtoartmerit 
of  Coriimerce,  Pulp,  Paper  r.nd  Board  Industry  Re-^ort,  January  1948,  p. 28. 

2/  According  to  Department  of  Commerce  data,  imports  into  the  Pert  of  Balti- 
more were  less  than  350  tons  for  all  paper  products,  except  newsprint. 
Newsprint,  which  is  imported  largely  from  Canada,  is  not  included  in  the 
list  of  products  considered  in  Table  16.  Exports  from  Baltimore  for  the 
first  three  quarters  of  :>;4.8  for  the  various  products  used  in  Table  16  were 

Printing  paper  887  tons 

Wrapping  paper  55 

Paper  bags  198 

Paper  and  paper  articles,  n.o.s.  1,379 

Paperboard,  fibreboard  and  pulpboard  ^89 

Wallboard  33 
Building  paper,  and  prepared  roofing 

Fiaterials  lCi5 

Paper  containers,  n.o.s.  123 

2/  Unfortunately,  the  Bureau  of  Motor  Carriers,  of  the  Interstate  Coramercs 
Commission,  could  not  supply  similar  figures  for  truck  torj:iage.  Conse- 
quently, the  only  basis  for  estimating  deficit  or  surplus  areas  was  the 
rail  tonnage  figures.  Production  and  sales  figures  vrere  not  available 
for  the  specified  products  used  in  tho  discussion,  so  the  percentage  of 
total  sales  shipped  by  rail  is  not  included.  The  reader  should  not  draw 
definite  conclusions  from  the  rail  tonnage  figures,  but  in  many  cases 
these  figures  may  very  well  serve  as  indicators  for  dcterminirig  sui'plus 
or  deficit  areas. 
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For  five  of  the  products  listed  in  Tabic  16,  Maryland  appears  to  bo  a  aeficit 
area,  while  in  other  cases  neighboring  states  appear  to  be  deficit  areas,  and 
therefore,  able  to  absorb  the  Maryland  surplus. 

On  the  basis  of  this  information,  it  nay  be  reasonably  safe  to  assume 
that  the  Maryland  paper  producers,  as  a  group,  should  not  bo  adversely  affected 
by  Q  shift  to  f.o.b.  mill  pricing,  and  could  possibly  experience  an  increase 
in  sales. 
Chenicals  and  Allied  Products 

In  the  chemical  industry  the  loss  of  jobs  is  estimated  at  about  2%, 
or  215  men,  if  a  shift  to  f.o.b.  mill  pricing  were  to  take  place.  This  estimate 
is  dravm  from  the  replies  to  the  questionnaire  submitted  by  firms  employing  a 
major  part  of  the  workers  in  tho  chemical  industry.  A  large  portion  of  the 
firms  reporting  indicated  that  they  would  not  be  affected  by  a  compulsory  change 
to  f.o.b,  mill  pricing,  but  firms  manufacturing  industrial  chemicals,  ferti- 
lizers, and  paint  chemicals  indicated  a  slight  decrease  in  sales. 

Fertilizer,  which  is  sold  on  a  zone-price  system,  is  produced  in 
large  quantities  in  Maryland.   In  Table  17  (a)  the  rail  shipments  of  fertilizers 
originating  and  terminating  in  Maryland  are  shown.   These  figures  give  indica- 
tions that  Maryland  and  some  neighboring  states  arc  surplus  areas.  Consequent- 
ly, a  drop  in  sales  and  a  corresponding  drop  in  employment  might  be  expected  if 
zone  pricing  were  discontinued  in  favor  of  f.o.b.  rj.ll  pricing. 

Some  paint  materials  such  as  titanium  cicxide,  cadmium  colors,  and 
chrome  colors  ai'e  sold  on  a  zone-pricing  system.  As  Table  17  indicates  a 
Maryland  surplus  for  these  and  others  paint  products,  we  might  expect  a  slight 
decrease  in  sales  end  emplojTnent  if  f.o.b.  mill  pricing  were  adopted  throughout 
the  industry. 

According  to  Table  17  (c)  and  (d),  Maryland  is  also  a  surplus  area  for 
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sulphuric  acid;  however,  other  acid  products  could  potentially  oxperionco  n. 
gain  in  sales  if  f.o.b.  mill  pricing  wore  established. 

According  to  the  questionnaire  retiu-ns  and  interviews,  there  scens 
to  bo  no  reason  for  any  serious  alarm,  ■■'bile  some  establishments  in  the 
chemical  industry  may  experience  a  loss  of  customers,  other  could  make  up  for 
part  of  the  resulting  less  in  emplojinent.   In  any  event  the  loss  in  sales 
should  not  cause  any  serious  unemployment  or  capital  loss  problems  for  the 
industry  as  a  whole. 
Rubber  and  Allied  Products 

Most  of  the  firms  in  the  rubber  industry  rctiirning  questionnaires 
did  not  believe  that  they  would  be  affected;  however,  two  firms  reported 
that  they  would  be  lonfavorably  affected  by  a  ch-.nge  to  f.o.b.  mill  pricing. 
One  of  the  firrris,  which  produces  rubber  soles  and  heels,  reports 
that  it  would  be  forced  to  locate  branch  warehouses  in  Porinsylvania  in  order 
to  compete  with  other  firms  in  that  region.  However,  since  this  firm  sells 
on  a  haphazard  system  of  freight  absorption,  in  all  probabilities  it  would 
not  be  affected  by  a  law  declaring  the  basins-point  or  zone-pricing  system 

to  bo  illegal.  1,/ 

The  other  firm  reporting  an  expected  loss  of  sales  under  f.o.b. 
mill  pricinc  is  a  large  tire  and  tube  company.  This  company  sells  at  present 
on  a  single-zone  system,  with  the  United  States  as  the  zone.  Tires  have  a 
uniform  delivered  price  anjo-'here  in  the  United  States,  but  the  delivered 
price  is  not  an  identical  delivered  price.  Since  all  competitors  do  net 
quote  identical  delivered  prices,  it  is  doubtful  if  this  firm  would  be 
affected  under  our  assumption  concerning  the  law. 


1/  See  assumptions  made  in  Chapter  III  concerning  the  law. 


r? 


stone.  Clay.  r.no  Glnsn  Products 

According  to  questionnaire  returns,  a  major  portion  of  the  fires  in 
the  stone,  clr,> ,  ana  glass  products  industry  hove  sold  in  the  past  and  now  sell 
on  an  f.o.b.  nill  basis.   Furthornore,  most  firms  reported  that  their  supplies 
were  also  purchased  f.o.b.  mill.  Consequently,  these  firms  will  not  be  affected 
by  an  industry  shift  to  f.o.b.  mill  pricing. 

Two  groups  of  firms,  however,  reportea  that  their  sales  were  made  on 
a  basing-point  pricing  system.  These  firr.s  produce  cement  and  lir.e. 

Replies  from  the  lime  industry  in  Maryland  indicated  a  20%  drop  in 
employment  if  f.o.b.  mill  pricing  were  to  become  compulsory.   It  is  the  author's 
opinion  that  this  is  an  overpessimistic  estimate  on  the  part  of  the  reporting 

parties. 

The  cement  industry  in  Maryland  expected  no  adverse  affects  if  a 
system  of  f.o.b.  mill  pricing  were  continued  for  the  entire  industry.  This  in- 
dustry adopted  f.o.b.  mill  pricing  following  the  Supreme  Court  Cement  Case  in 
April,  1948.   Since  thixt  tiric  Maryland  manufacturers  have  noticed  no  loss  in 
sales  due  to  the  shift  to  f.o.b.  mill  pricing.   This  was,  in  large  measure,  due 
to  the  excess  postwar  demand  for  cement.   It  is  doubtful,  however,  if  they  would 
have  lost  in  total  sales,  inasmuch  as  Maryland  appears  to  be  a  deficit  area  for 
cement.  Furthermore,  the  states  surrounding  Maryland  constitute  a  deficit  area. 

Table  18  (a)  shows  the  origin  and  termination  of  Class  I  freight  ship- 
ments of  cement.  According  to  these  data,  it  appears  that  the  Maryland  cement 
industry  has  reason  to  expand.  No  plans  for  the  expansion,  however,  were  re- 
ported to  the  State  Planning  Commission, 

Table  18  (b)  shows  the  origin  and  termination  of  lime  shipments  by 
Class  I  Steam  Railroads  in  Maryland  and  neighboring  states.  It  would  appear 
from  these  data  that  Maryland  is  a  heavy  deficit  state.  Consequently,  there 
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should  be  no  los3  in  sales  under  an  f.o.b.  mill  pricinc  syotor..  It  ic  nore 
likely  that  a  substanti.-iL  eain  vrould  talce  place. 

Conclusion 

Unfortunately,  not  a  great  deal  of  infomation  r/as  available  on 
the  five  industries  discussed  in  this  chapter,   so  heavy  reliar.ce  was  placed 
on  the  questionnaire  returns,   and  on  the  infonration  supplied  by  the  U.  S. 
Department  of  Coiiinerce  and  the  Interstate  Commerce  Commission. 

The  questionnaire  returns  from  firms  using  a  basing-point  or  zone 
system  of  pricins  tended  to  be  very  pessLnistic,     One  of  the  reasons  for 
this  pessimism  is  because  a  firm's  manacer  mil  often  sec  the  loss  of  distent 
customers  bo  competitors  v.lthout  ncticinr  the  Gains  that  may  resiilt  if  com^ 
petitors  sxe  priced  out  of  his  market.     In  some  cases,   of  coui-se,   a  firm  vrill 
be  at  a  disadvantage  if  it  is  placed  on  an  f.o.b,  mill  basis,  but  in  other 
cases  firms  vrill  esqjerience  gains. 

One  official  reported  that  his  firm  \;ould  experience  a  sales  drop 
of  3^  to  UO^^  if  his  industiy  continued  to  sell  on  an  f.o.b,  mill  basis. 
Later,   in  a  follovmp  intervicvf,  the  snme  official  su3gested  the  possibility 
cf   a  grin  in  sa].es,    if  the  f.Oob,  mill  pricing  system  rrcre  continued.     His 
first  estimates  v;ere  based  on  the  fact  that  Ki*restern  customers  vould  be 
lost  to  Chicago  competitors.     He  overlooked  the  fact  that  the  Chicago  com- 
petitors T.'ould  lose  East  Coast  customers  to  hin.     In  this  case,   the  gain  in 
local  customers  VTould  m.ore  thaii  offset  the  loss  of  distant  customers. 

Other  firms  admitted  that  they  vfo-uld  pick  up  a  great  deal  of  local 
business  if  their  industry  shifted  to  f.o.b,  mill  pricing,  but  they  did  not 


1/     Exports  v;ere  neglected  in  the   calculations  for  they  represent  only  a 
~       sy.u-'J.l  percentage  of  the  total  transactions.     In  the ^  first  nine  months 
of  19U8  lime  exports  from  Baltimore  amounted  to  U,9Uli  tons.     Cement 
exports  rjnounted  to  56,U6l  tons  during  the  sane  period. 


bo 


know  if  the  less  to   conpetitors  vrould  be  greater  than  the  gain.     Ccnaequently, 
they  preferred  to  remnin  on  a  basing-pcint   y/stcn  rather  than  take  a  chance. 

It  should  be  pointed  out  that  demand  for  a  product  v/ill  re..vu.n 
about  the  sane  whether  a  system  of  f.Oob.  mill  pricing  is  estoblishcd  or 
vrhether     the  basins-point  system  continues.     Sons  firr.is,  of  co»irso,  vdll  lose 
custorcrs  if  the  industry  shifts  from  a  basing-poiut  pricing  g/sten  to  f.c.b. 
mill  pricing;   but     every  lost  customer  for  one  firm  v^ill  be  a  -^ain  for  some 
other.     Consequently,    all  firr.:s  in  vn  industry  cannot  be  hurt.     However,  vrc 
have  tried  to  point  out  in  this    and  preceding  chapters  hav  Llcrylan d  finns  vail 
be  affected  in  particular,     Thei-e  appears  to  be  little   justification  for  the 
overall  pessimism  felt  by  businessmen  immediately  follovdng  the  April,  19U8 
Supreme  Court  decisions. 
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CHAPTER  VIII 
SUMMAFiY 


The  study  of  the  effect  on  the  Maryland  manufacturero  of  a  compul- 
sory shift  to  f.o.b.  mill  pricing  has  indicated  that  a  major  portion  of  the 
manufacturing  industries  of  the  State  vill  be  affected  very  slightly. 

Some  sections  of  the  chemical  and  fabricated  metals  industry  could 
very  well  be  adversely  affected  if  an  f .o.b.  mill  pricing  system  were  made 
compulsory,  but  the  adverse  affects  should  not  be  large.  On  the  other  hand, 
one  might  expect  a  slight  expansion  in  the  paper,  cement,  and  lime  industries, 
which  might  more  than  overbalance  any  loss  in  chemicals  or  metal  fabricating. 
The  one  industry  that  would  be  very  noticeably  affected  by  a  shift 
to  compulsory  f.o.b.  mill  pricing  is  the  iron  and  steel  industry.  Maryland 
steel  manufacturers  could  greatly  benefit  by  f.o.b.  mill  pricing.  An  expan- 
sion of  over  507o  in  Maryland's  steel  capacity  is  a  reasonable  guess  if  the 
basing-point  system  is  abolishei  in  favor  of  f.o.b.  mill  pricing.  | 

Of  course,  while  overall  sales  or  employment  in  an  industry  may  not 
be  seriously  affected,  a  large  reshuffling  or  swapping  of  customers  may  well 
occur  under  f.o.b.  mill  pricing.  The  local  mill  will  tend  to  sell  products 
in  or  near  Maryland,  and  where  possible,  to  buy  supplies  from  local  producers. 
This  "drawing  in"  of  sales  by  local  producers  will  tend  to  minimize 
transportation  costs,  and  consequently  many  local  firms  will  either  realize 
a  larger  average  mill-net  price,  or  will  lower  their  f.o.b.  mill  price  so 
that  customers  will  be  able  to  purchase  more  cheaply,  or  a  combination  of 
both  will  occur.  This  minimization  of  ^^ansportation  cost  might  conceivably 
result  in  lower  prices  to  the  final  consumer,  or  a  larger  take-home  pay  for 
the  Maryland  industrial  worker,  or  both. 
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A  point -by -point  summary  of  the  effect  on  Maryland  follo-^s: 

1.  A  major  portion  of  Maryland  manufacturers  will  not  experience 
any  effect  because:  a)  They  do  not  sell  on  any  identical  de- 
livered price  system;  and  b)  Thqr purchase  little  or  no  supplies 
from  firms  selling  on  a  basing-point  or  zone  system. 

2.  Other  manufacturers  who  sell  on  a  basing-point  or  zone  system 
will  experience  only  a  slight  loss  or  gain  in  sales  because  the 
result  of  "swapping"  customers  with  competitors  ^-^ill  tend  to 
balance.  That  is,  the  loss  of  distant  customers  will  be  balanced 
by  the  gain  in  local  purchasers, 

3.  Manufacturers  who  purchase  a  major  portion  of  their  supplies  from 
firms  selling  on  a  zone  or  basing-point  system  will  shift  their 
sources  of  supply  to  the  nearest  producer  wharever  possible.  If 
the  nearest  supplier  is  not  in  a  position  to  fill  orders  placed 
by  a  manufacturer,  or  will  not  supply  him  for  any  other  reason, 

the  manufacturer  may  experience  an  increase  in  the  cost  of  supplies. 

4.  The  steel  industry  may  expand  as  much  as  50^  in  the  next  ten  years, 
because  of  the  apparent  deficit  production  on  the  East  Coast. 

5.  Transportation  costs  will  tend  to  be  minimized,  thereby  causing 
larger  mill-nst  receipts,  or  lower  prices  to  consumers,  or  both. 

6.  Baltimore  City,  Baltimore  County,  and  Anne  Arundel  County  may 
experience  an  increase  in  employment  as  a  result  of  expansion  in 
the  steel  industry.  The  total  increase  in  employment  could  be 
over  10,000  directly,  and  many  more  indirectly. 

7.  The  other  sections  of  Maryland  should  not  be  noticeably  affected, 
favorably  or  adversely. 


PPEN  DICES 


APPEI'DIX  A 
H/uS  YOUR  BUSTMES::  BEEN  AFFECTED  BY   THE  BAf-ING-rOINT  LFX^ISIOIJS? 


a; 


Name  of  Firm 


Please  retui*n  your  reply  by  July  24.,  19A9  to: 

Ml'.  I,  Alvin  Panarow,  Director 
Maryland  State  Planninj^  Comnission 
100  EquitaW.e  Building' 
Baltimore  2,  Itoryland 


Address  of  Main  Office, 

Plants  in  Maryland  , 
Plant  Location^ 


No.  of  Emp.loyees 


Principal  Products 


PART  I  -  EFFECT  ON  SALES 

1.  Did  you,  prior  to  April  1948,  sell  anj'  important  proportion  (10^  or  more  of  your 
total  product)  on  a  price  basis  like: 

a)  A  basinp-point  system  identical  with  that  used  by  yoia:  competitors? 


Yes  / 7   No  i__ZU       (i^  answer  is  yes,  fill  out  (1)  and  (2)  below.) 

(l)  Products  so  sold  (list)   (2)  Per  cent  of  your  total  production  (or  saDes) 


(Please  check  those  products  which  are  now  sold  at  prices  f.o.b,  shipping  point.) 
b)  A  zone  price  system  identical  or  very  similar  to  that  used  by  your  competitors? 

Yes  /   ~  /   No  [_ /   (If  answer  is  yes,  fill  out  (1)  and  (2)  below.) 

(l)  Products  so  sold  (list)   (2)  Per  cent  of  your  total  production  (or  sales) 


(Please  check  those  products  which  are  now  sold  at  prices  f.o.b.  shipping  point. ) 


1/   If  more  convenient,  use  a  separate  form  for  each  ^^ryland  plant.  Additional 
copies  of  this  form  are  available  on  request, 

2/  If  more  space  is  needed,  please  use  back  of  page. 
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c)  (Answer  if  (la)  and  (lb)  do  not  cover  all  Important  cases.)  A  aystea  of  de- 
livered prices  used  by  both  /ou  .and._your^_co'7poti.tor3  v/nich  frequently  does 
cover  all  freight  costs? 

Yes  12. /  ^°  L ~J       (-f  answer  is  yes,  fill  out  (1)  and  (2)  below.) 

(l)  Products  so  sold  (lint)   (P)  Per  cent  of  your  tota].  production  (or  sales) 


2.  In  your  opinion  has_  your  volume  of  business,  on  the  items  checked  in  question  (1), 
been  affected  by  the  shift  to  prices  f.o.b.  shipping  point  (or  at  delivered  prices 
which  cover  all  transportation  costs)? 


Yes  / /   No  /    7   (If  answer  is  yes,  fill  out  (a),  (b),  and  (c)  below.) 

a)  Products  affected  ^^  ^^^  ^^"''^  increase^/'  (f)  or  decrease  (-)  in 

sales  for  the  item  listed 


\  a,u-  u       J  ^"  increase  I  J        ^ 

c)   Ihis  has  caused  ZZZZZ-     of  ay  emoloyiaent  by . 

a  decrease  / y 

3.  In  your  opinion  will  your  volume  of  business,  on  itens  listed  in  question  (1),  be 
effected  if  prices  f.o.b.  shipping  point  are  adopted  throughout? 


Yes  /     /   No  I 7   (If  answer  is  yes,  fill  out  (a),  (b),  and  (c)  below.) 

a)  Products  affected  b)  Per  cent  increasei/(-!-)  or  decrease  (~)  in 

sales  for  the  item  listed. 


X  _   ^.  ^  ^,  ,        .,,      and  increase  /   / 

c)   I  estimaoe  this  will  cai;fi?e    ,        *^m.=:rl_  of  my  employment  by 

U  Remarks  relating  to  Part  I  (if  necessary) 


1/   In  view  of  competitors  having  to  charge  full  freight  froE  their  plants. 


pi 


PART  II  -  EFFECT  ON  PURCHASES 

Lid  you,  prior  to  April  194-0,  buy  any  important  proportion  of  the  nuatarials  and 
parts  you  use  in  production  (15%  or  more  of  the  tota]  cost  of  materials  and  p&rts) 
on  a  price  basis  like; 

a)  A  basing-point  system? 

Yea  /    7   No  /   "7   (If  answer  is  yos,  fill  out  (1),  (2),   and  (3)  below.) 

(l)  Product  so  bought   (2)  Source  prior  to  April  19/+3   (3)  Per  cent  of  your 

total  cost 


(Please  check  those  pronucts  which  you  now  buy  at  prices  f.o.b,  shipping  pcir.t.) 

b)  A  zone  pr:'ce  system? 

Yes  /    7   No  /~   /  (If  answer  is  yes,  fill  out  (1),  (2),  and  (3)  below.) 

(1)  Products  so  bought  (2)  Source  prior  to  April  1948  (3)  Per  cent  of  your 

total  ccst 


(Please  check  those  products  which  you  now  buy  at  prices  f.o.b,  shipping  point.) 

c)  (Answer  if  (5a)  and  (b'b)   do  not  cover  all  iriiportant  cases.)  Prices  which  you 
are  fairly  jure  require  your  suppli-^s  to  absorb  so^ie  freight  or  allow  your 
suppliers  to  collect  more  than  actual  freight  in^urroa  by  them? 

Yes  /     7   No  /    7  (If  answsr  is  yes,  fill  out  (1),  (2),  and  (3)  below.) 

(1)  Products  so  bought  (2)  Soijirce  prior  to  April  1948  (3)  Per  cent  of  you 

total  cost 


(Please  check  those  products  which  you  now  buy  at  prices  f.o.b.  shipping  point.) 

6.  Has  your  cost,  so  far  as  freight  alone  is  concerned,  been  affected  due  to  your 
suppliers  (of  items  checked  in  question  5)  changing  to  a  system  of  prices  f.o.b. 
shipping  point? 


\ 


ah 


Yea  I 7   No  /   ~7  (If  answer  is  jes,  fill  out  (a)  and  (b)  below.) 

a)  Purchased  items  b)  Per  cent  increase  {*)   cr  cecrease  (-)  in  cost 


i 


Has  this  caused  you  to  shift  to  another  source  (or  sources)  of  aupply? 

^es  /     /   No  /     7  (If  answer  is  yes,  fill  out  (u),  (b),  and  (c)  below.) 

a)  Purchased  items     b)  New  source       (c)  Per  cent  decrease  in  cost  over 

previous  sources 


:,  Would  your  cost,  so  ,far  as  freight  alone  is  corcerned.  be  affected  if  all  your 
suppliers  (of  items  listed  in  question  5)  changed  to  a  system  of  prices  f.o.b. 

shipping  point/ 

Yes  /    "7  No  /    "7   (If  answer  is  yes,  fill  out  (a)  and  (b)  below.) 

a)  Purchased  items  b)  Per  cent  increase  (+)  or  decrease  (-)  in 

cost 


>.  Would  any  of  your  answers  to  6  or  3  be  changed  if  you  now  shiftea  to  another 
source  of  supply? 

Yes  CZHJ       No  CIHIJ     (If  answer  is  yes,  fill  out  (a),  (b),  and  (c)  below.) 

a)  Purchased  items     b)  New  source         c)  Per  cent  decrease  in  cost  over 

present  source 


lO.  Could  you  reduce  costs  on  any  items  (listed  in  question  b)   by  shifting  to  a 
cheaper  means  of  transportation? 

'    Yes  /     7   No  /     /  (If  answer  is  yes,  fill  out  (a),  (b),  and  (c)  on 

following  page. ) 


a)  Purchased  items   b)  Present  transportation   c)  Per  cent  decrease  in  cost  over 

projont  tran::j'0'i.-taticn  cojts 


I 


11.  Remarks  relating  to  Part  II  (if  necessary). 


PART  III  -  EFFECT  ON  COMPANY  POLICY 

12.  Has  your  consiaeration  of  the  shift  tov/aras  an  f.o.b.  price  hr.rAs   caused  you  to 
change  your  plans  to: 

a)  Expand  yoiu-  plant?    Yes  /     J      Ho  /23137    (I^  ansvcr  is  yes,  please 
explain  v;:;ether  to  speed  up  or  defer  expansion,  whether  to  enlarge  or  reduce 
amount  of  previously  planned  expansion,  and  the  reasons  for  your  change  in 
plans. ) 


b)  Relocate  your  plant?   Yes  /___ J      No  /"    /   (If  answer  is  yes,  please 

explain  place  you  would  consider  locating  and  reason  for  considering  change.) 


c)  Establish  / /   (yes)  or  discontinue  /     7  (yes)  one  or  more  branch  plants 

(If  either  box  is  checked,  please  give  reason  for  considering  change. ) 


3.  Have  you  any  reason  to  believe  that  any  new  or  old  competitors  will  locate  or  re- 
locate in  Maryland  due  to  any  change  to  prices  f.o.b.  shipping  point? 


^'es  Z /   No  /__ /       (If  ansv;er  is  yes,  please  explain  in  space  below.) 


lA.     Your  coiiunenis,    if  any,    on  the  effect  of  f.o.b.    pricing  on  your  induetry  in 
Maryland  or  eloewhero. 


Prepared  by 
Position 
Date 


Telephone  inquiries  concerning  the  answering  of  thia  questionnaire  may  be  re- 
ferred to  Rr.  Ray  S.  Kelley,  Jr.  at  the  State  Planning  Coramission,  Lexington 
6411. 


39 


APPENDIX  B 
S.  1008 


81st  CONGRESS 
Ist  Session 


IN  THE  SENATE  OF  THE  UNITED  STATES 

August  8  (legislative  day,  June  2),  19/^9 
Ordered  to  be'  printed  with  the  amendrrents  of  the  House  of  Rep- 
resentatives numtered 


AN  ACT 

To  define  the  application  of  the  Federal  Trade  Commission  Act  and 
the  Clayton  Act  to  certain  pricing,  practices. 

Be  it  enacted  bx  the  Senate  and  House  of  Ropresentativsj  of 
£M  ^14^!^  States  of  Ainorica  _in  Congress  assembled.  That  the 
Federal  Trade 'commission  Act  (38  Stat.  719,  as  amended;  15  U.  3.  C. 
4.5)  is  amended  by  adding  at  the  end  of  section  5  (a)  the  following: 
"It  shall  not  be  an  unfair  nathcd  of  corapetition  or  an  unfair  or 
deceptive  act  or  practice  for  a  seller,  acting  independently,  to 
quote  or  sell  at  delivered  prices  or  to  absorb  freight:  Provided, 
That  this  shall  not  make  lawful  any  co.iibination,  conspiracy,  or  col- 
lusive agreement;  or  any  monopolistic,  oppressive,  deceptive,  or 
fradulent  practice,  carried  out  by  or  involving  the  use  of  dolivered 
prices  or  freight  absorption," 

Sec.  2.  Section  2  (a)  of  an  Act  entitled  "An  Act  to  supplement 
existing  laws  against  unlawful  restraints  and  monopolies  and  for 
other  purposes",  approved  October  15,  19U  (38  Stat.  730,  as  amended; 
15  U.  S.  C.  13),  is  amended  by  substituting  for  the  period  at  the  end 
thereof  a  colon  and  adding  thereto  the  following:   "And  provided  fur- 
ther ,  That  it  shall  not  be  an  unlawful  discrimination  in  price  for  a 
seller,  acting  independently — 

"A,  to  quote  or  sell  at  delivered  prices  if  such  prices 
prices  are  identical  at  different  delivery  points  or  if 
differences  between  such  prices  are  not  such  that  their 
effect  upon  competition  may  be  that  prohibited  by  this  sec- 
tion; or 

"B.  to  absorb  freight  to  meet  the  equally  low  price  of 
a  competitor  in  good  faith  (l)   (es-epfe  -ahs^e   ^ke  effect  ef 
sush  abse?ptieR  ef  fyeight  v-:±li   be  %9  sabs^astially  iesseR 
sotapetiteitjn)  (except  v?here  such  absorption  of  freight  v?ould ^ 
be  such  thivt  its  effect  upon  comcetiticn  may  be  that  prohibited 
by  this  section) ,  and  this  may  include  the  maintenance,  above 
or  beloT  the  price  of  such  competitor,  of  a  differential  in 
price  which  suoh  seller  customarily  maintains." 
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Sec.   3.     Section  2   (b)    of  an  Act  entitled  "An  Act  to  supploir^nt 
existing  lav-'s  against  unlawful  restraints  and  monopli33  .-ind  for 
other  purposes",   approved  October  15,    19U  (38  Gtat.  730,   as  amended; 
15  U.   3.  C.   13),    is  amonded  to  read  es  follows: 

"(b)     Upon  proof  being  made,   at  any  hearing  on  a  coirplaint  und^r 
this  section,   that  thero  has  been  discrimination  in  price  the  effect 
of  which  upon  competition  iray  be  that  prohibited  by  the  preceding 
subsection,    or  discrimination  in  services  or  facilities  furnished, 
the  burden  of  showing  justification  shall  be  upon  the  person  charged 
with  a  violation  of  this  section,    and  unless  justification  shall  bj 
affirmatively  sho™,   the  Commission  is  authorized  to  issue   an  order 
terminating  the  discrimination:     Provided  further.  That  a  sailer  may 
justify  a  discrimination   (2)    (etrher  %han  a  diserifflinatien  wki<»h  wiil 
Sttbsij&n-feialiy  leases  <»^fflf ati-biefi)    (if  the  discriminiticn  is  not  such 
that  its  effect  upon  comratiticn  may  be  thp_t  prohibited  b^  this  sec- 
tion)  by  showing  that  his  lower  price  or  tlxe  furnishing  of  services 
or  facilities  to  any  purchaser  or  purchasers  was  made  in  good  faith 
to  meet  an  equally  low  price  of  a  coxr-.titor,   or  the  services  or 
facilities  furnished  by  a  competitor   (3),    ajll  this  ma^  include  the 
maint-.^^no-Q,    above   or  be]  o\i  the  price  of  sxv-n  con£. 3 titoij ,    of  a  differ- 
ential in  price  vhich  such  seller  cuctonarilv  maintains." 

Sec.  4..  As  used  in  this  Act — 

A.  The  word  "price"  shall  have  the  meaning  V  ich  it  has  under 
the  commercial  law  ariplicable  to  the  transact  ion. 

B.  The  term  "delivered  price"  shall  mean  a  price  at  which  a 
seller  makes  or  offers  to  make  delivery  of  a  ccmracdity  to  a  buyer 

at  any  delivery  point  other  than  the  seller's  ovm  place  of  business. 

C.  The  term  "absorb  freight"  shall  mean  to  establish  for  any 
commodity  at  any  deliver;,  point  a  delivered  price  wliich,  although  as 
high  PS   or   higher  thnn  the  seller's  price  fcr  the  3am.e  co.xicdity  at 
the  point  from  which  such  uom.modity  is  shiopad,  is  lower  than  the  sum 
of  the  seller's  price  for  such  commodity  at  such  point  of  shipment 
plus  the  actual  cost  to  the  seller  for  transportation  of  such  com- 
modity from  such  point  of  shipment  tc  the  delivery  point  or  the  average 
cost  of  transportation  to  the  seller. 

D.  The  term  "the  effect  may  be"  shall  mean  that  there  is  (4) 
SHbst£R'feiai  eHti  p^etetitive  evidenae  reasonable  probr.hility  of  the 
specified  effect. 

Passed  the  Senate  June  1  (legislative  day.  May  23),  19ii9. 

Attest:  LE:-LIE  L.  BJFFLE, 

Secretary, 

Passed  the  House  of  Representatives  with  amendments  July  7,  194-9. 

Attest:  RALPH  R.  ROBERTS 

Clerk. 
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FREIGHT  RATES 

Effective  September  1,  19^9 

Articles  of  Iron  or  Steel  Manufacture 
Carload  -  Kiin.  Wt.  ^0,000  lt6. 
Rates  in  Cents  Per  100  Pounds. 


TO 

Boston,  Mass. 
New  York,  N.Y. 
Portland,  Me. 
Portsmouth,  N.H. 
A.lbany,  N.Y. 
Binghamton,  N.Y. 
Laporte,  Pa.  l/ 
Montpelier,  Vtc 
Concord,  N.H. 
Pittsfleld,  Mass. 


Mifflintown,  Pa.  2/ 
Berkeley  Springs,  W. 
Franklin,  W.  Va. 
Roanoke,  Va. 
Charlotte,  N,C. 
Greensboro,  N.C. 


Roanoke,  Va, 
Charlotte,  N.C. 
Greensboro,  N.C. 


Charlotte,  N.C. 
Columbia,  S.C. 
Charleston,  S.C. 
Brunswick,  Ga. 
Savannah,  Ga. 
Jacksonville,  Fla. 
Miami,  Fla. 
Mobile,  Alao 
New  Orleans,  La. 
Galveston,  Texas 


Va. 


FROM  Buffalo.  N-.  Y. 

63 
75 
70 
68 
51 
42 

k^ 

62 
53 

FROM  Pittsburgh.  Pa. 

A2 
A2 
40 
62 
90 
87 

FROM  Middletown.  Ohio 

62 
91 
77 

FROM  Birmingham,  Ala. 

72 

67 

76 

72 

72. 

73 
106 

51 

61 
112 


1/  Nearest  R.R.  Station  -  Dushore,  Pa, 
2/  Nearest  R.S.  Station  -  Mifflin,  Pa. 
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FREIGHT  RATES  (Contd. ) 
Rates  In  Cents  per  100  Pounds 


TO 

Boston,  Mass. 
New  York,  N.Y. 
Portland,  Me. 
Portsmouth,  N.H. 
Albany,  N,Yc 
Laporte,  Fa.  XJ 
Montpelier,  Vt. 
Concord;  N.H. 
Pittsfield,  Mass. 
Ififflintown;  Fa.  2/ 
Berkeley  Springs,  W.Va. 
Roanoke,  Va. 
Charlotte,  N.C. 
Greensboro,  N.C. 
Coluaibia,  3.C. 
Charleston,  S.C. 


Portland;  Ore. 
Seattle,  Wash. 
San  Francisco,  Calif. 
Los  Angeles,  Calif. 


FROM  Sparrows  Point,  H'J, 

62 
42 
70 
67 
53 
44 
68 
67 
54 
36 
34 
48 
75 
6" 
S3 
83 

FROM  Granite  City.  111. 

143 
143 
143 
143 


Source:   Traffic  Department,  Baltimore  and  Ohio  Railroad 

1/  Nearest  R,R„  Station  -  Tushore,  Pa. 
2/  Nearest  R.R.  Station  -  Mifflin,  Pa, 
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